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THE CANADIAN CHARTERED ACCOUNTANT 


Window posting 
was never So simple / 


the superb new Burroughs Sensimatic 
accounting machine 


Of course the new multiple-register Burroughs Sensi- 
matic is a window posting machine—it’s any accounting 
machine you want it to be, at the twist of a knob! 


More than that, the medium-priced Sensimatic handles 
every job with the same small-machine simplicity... 
the same automatic big-machine efficiency. 


In window posting—no matter what the system—it 
reduces posting operations . . . saves employee and 
customer time . . . steps up productivity as it pares 
costs ... provides locked audit control. 


In every accounting operation, the Sensimatic helps get : 

more things done faster—because the Sensimatic has Here's the source 

a mechanical brain to direct its every function with of Sensimatie Magic { 
unerring speed. 


: : : This is the Sensimatic’s mechanical brain 
The Sensimatic can help your business produce more, —the control panel that directs it through 
do more of the things America needs done. See how any four separate accounting operations, 
... call your Burroughs office for a demonstration ae Oe nade Gc ede tr ae 
now. Burroughs Adding Machine of Canada, Limited, “it haw smiaber of commel pabdle cha 


Windsor, Ontario. be used in a single machine. 


WHEREVER THERE’S BUSINESS THERE’S Burroughs 
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Keeping The Team In Control 


Successful close corporations are usually the product of teamwork by 
all members of the Firm. The death of one member can upset the entire 
organization—because of problems arising from the disposition of the 
interest of the deceased member. 


A purchase-and-sale agreement financed by Business Life Insurance is 
the ideal solution for this disturbing problem. 


Information based on the successful application of Business Life Insurance 
over a wide variety of typical cases is available to Chartered 
Accountants. If desired, a trained Manufacturers Life representative 
will co-operate with you in the preparation of specific recommendations 
for submission to close corporation members. 


THE 


ne MANUFACTURERS 
nearest INSURANCE LIFE COMPANY 


fi 
ie HEAD OFFICE — (Established 1887) | TORONTO, CANADA 


ACCOUNTING Addressagraph CLASS 9100 
Mechanizes repetitive accounting 


Writes and totals repetitive figures at regular intervals. 

Provides accumulative, separate totals for balancing against control 
ledger. 

Distributes and totals fixed statistical and analytical data. 

Saves time by producing various alphabetic-numeric combinations simul- 
taneously. 

Provides immediate checks against control balances by automatic trial 
runs. 

Provides automatic selective control of written or figure information. 

Frovides mechanically accurate proofs of daily changes in accounting 
figures. 

Speeds work by producing two different records at the same time. 





Addressograph - Multigraph 


SIMPLIFIED BUSINESS METHODS 
Head Office & Factory - Toronto, Ontario 
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Electric, 10/11-figure capacity, 
listing, adding and subtracting 
machine with automatic totals 
and credit balance. Full-automatic 
multiplication and division with 
all factors and results printed. 


Also distributors of MADAS, 
ADDO-X,. ORIGINAL ODHNER 
machines 


M. P. HOFSTETTER LIMITED 


77 ADELAIDE ST. W. TORONTO. PHONE WA. 2425 


o See G&T 
At the C. N. E. 


—Here is a display right in 
your line of duty—a complete 
showing of accounting and re- 
cord keeping forms, systems and 
housing, filing methods and of- 
fice furniture. 


“BUSINESS EQUIPMENT 
SHOW” 
First Building West of the 
Band Shell 
CANADIAN NATIONAL 
EXHIBITION 
oO Aug. 24th to Sept. &th 


EMpire 4-6481 


o[FRAND & JOY iimiteo 


OFFICE SUPPLIES - PRINTING 
BUSINESS FURNITURE 
6-14 Wellington Street West 
© 332 Bay St. 115 Yonge St. 
TORONTO 1, CANADA 


A GROWING BUSINESS FOR YOU 


The combination of you and your 
Bank of Nova Scotia manager will 
lick a lot of your business prob- 
lems. For your manager has had 

many years of experience in dis- 
cussing and helping solve the 
problems of businessmen. His 
counsel can often mean dollars 
» and cents in your pocket when 
A AA ; 
it Comes to your special ques- 


WA tions on business conditions 
NAAN or banking needs. Drop in 
\ ; and see him soon. 
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How strong are 


your own personal reserves ? 


NLIKE many people nowadays, most professional men do 
not enjoy the protection afforded by company or group- 
sponsored life insurance or pension plans. Each must make his 
own arrangements to protect his family in case of sudden 


emergency and to provide for his own retirement. 


By making an early start to build financial reserves, you will 
gain advantage through lower premiums. What’s more, you will 


enjoy the comfort of a sense of security and peace of mind. 


aad 
For a well-rounded life insurance and 
retirement program, consult your TH T eV G f _ & 
local Mutual Life office. Without 


obligation a representative will gladly 
detail a plan which will meet your of CANADA 

needs, Phone your nearest repre- eae pepe en ae 
sentative today. 


CAI SEL 
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No words better describe the position of any 
business operated in partnership without a 
written buy and sell agreement with adequate 
life insurance on cach partner to guarantee its 


fulfillment 


To Secure for Your Partnership Clients 


e Experienced and qualitied advice 


@ Examples of agreements and suggested provisions to. suit 
their circumstances. 


@ An estimate without any obligation of the cost of the 
required life insurance. 


ASK OUR ESTATE PLANNING SERVICE. 


Crown LIFE 


Established INSURANCE COMPANY Home Office 
1900 Toronto 


HIGHER ACCOUNTING 


. . . and ALLIED SUBJECTS 
taught 


The SHAW way — the SURE way 


Write to Dept. CA for Catalogue and any special information you desire. 


SHAW SCHOOLS 


Head Office: 1130 Bay Street, Toronto Ki. 3165-6-7 


APPLICATION FORMS 


Prepared by the Committee on Personnel Selection 
Per dozen $ .50 
Per 100 4.00 

THE CANADIAN INSTITUTE 
OF CHARTERED ACCOUNTANTS 


10 Adelaide Street East Toronto 1, Ontario 
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How 
ELECTRONIC 


Accounting 


. 


ls 


Working 


By combining the flexibility of punched cards with the 
versatility of electronic tubes, IBM Accounting has de- 
veloped more speed .. . greater ability to do the com- 
plete accounting job. Now it turns out regular work 


faster . . . prepares reports, records, and analyses never 


before available . . . quickly and economically. 


Experience has shown thousands of businessmen that 
IBM Punched Card Accounting is the best way to pro- 
cess accounting data . . . to produce the day-to-day 
records that business requires. IBM’s combination of 
electronic accounting machines and punched cards brings 
the advantages of both to every industry. whether it be 
banking, brokerage, distribution, insurance, meat packing, 


petroleum, railroad, or any other. 


One of IBM’s electronic machines is the Electronic 
Calculating Punch, pictured above. The continuous 
practical application of electronics to quantity-produced 
IBM machines is resulting in reduced costs to business 


.. . better service and better products. 


INTERNATIONAL BUSINESS MACHINES 
COMPANY LIMITED 


Don Miils Road, Toronto, 6. 
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Dominion and Provincial 


Government Bonds 


Municipal Bonds 


Public Utility 


and 


Industrial Financing 


DoMINION SECURITIES 
CORPN. LIMITED 


Established 1901 


TORONTO MONTREAL NEW YORK LONDON.ENG. WINNIPEG VANCOUVER VICTORIA 
CALGARY LONDON KITCHENER HAMILTON OTTAWA QUEBEC HALIFAX SAINT JOHN 


50 hing Street West, Toronto, Canada 


AUDITOR, 

UTILITIES INVESTIGATIONS 
The British Columbia Civil Service 
requires an Auditor, Utilities Investi- 
gations for the Public Utilities Com- 
mission, Victoria, B.C. 

Salary — $473 rising in five years to 
$553 per month, (inclusive of cost-of- 
living bonus). 

Duties — Under general direction, to 
organize, direct and carry out all ac- 
counting work in connection with ap- 
praisals and related investigations of 
public utilities, to organize and super- 
vise the periodic collection and analysis 
of data and make reports thereon; to 
appear on behalf of the Commission at 
public hearings; to advise the Commis- 
sion on adequacy of accounting meth- 
ods of public utilities; to establish and 
supervise improvements in accounting 
methods by public utilities; to act as 
professional adviser and senior investi- 
gator for the Commission in all ac- 
counting matters under relevant Acts. 
Qualifications — A Chartered Account- 
ant or equivalent standing; good 


accounting of various public utilities 
and the principles and methods of rate 
regulation; wide experience and study 
in profession; ability to meet and deal 
with the public and senior officials; 
ability to supervise accounting staffs. 
Candidates must be British subjects, not 
over 45 years of age, (except in the 
case of ex-service men who are given 
preference). 

Application Forms, obtainable from the 
B.C. Civil Service Commission, Weiler 
Building, Victoria, or 636 Burrard 
Street, Vancouver, to be completed and 
returned to the Chairman, Victoria, 
immediately. 


POSITION WANTED 


Senior audit clerk with firm of char- 
tered accountants in London, also ex- 
perience in other European capitals, 
consolidated balance sheets without 
supervision, emigrating, wants position 
in Canada. Box 198, The Canadian 
Chartered Accountant, 10 Adelaide St. 
E., Toronto, Ont. 


knowledge of financing, operating and 
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OPPORTUNITIES 


Progressive firm of chartered account- 
ants has openings in Maritime offices 
for two well-trained accountants, pre- 
ferably with at least intermediate status 
in C.A. courses or with public account- 
ing experience. Also openings in Mari- 
times for junior audit clerks wishing 
to study for C.A. degree. Junior ma- 
triculation or equivalent required. 
Write to Box 197, The Canadian Char- 
tered Accountant, 10 Adelaide St. E., 
Toronto, Ont. 


PRACTICE WANTED 


Established firm of C.A.’s with offices 
in Winnipeg, Edmonton and Calgary, 
would buy practice in Alberta, prefer- 
ably at Edmonton, Calgary or Leth- 
bridge. Would consider operating 
practice several years for member con- 
templating retirement, under succession 
arrangement, or absorption of his 
equity in partnership, etc. Box 200, 
The Canadian Chartered Accountant, 
10 Adelaide St. E., Toronto, Ont. 


ALAN DIGNAN & ASSOCIATES 


Barristers and Solicitors 


Bloor Street & St. Clarens Avenue 


Toronto 4, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 


Barristers and Solicitors 


25 King Street West 


Toronto 1, Ont. 


SMITH, RAE, GREER, SEDGWICK, WATSON & THOM 


Barristers and Solicitors 


50 King Street West 


Toronto 1, Ont. 


OSLER, HOSKIN & HARCOURT 


Barristers and Solicitors 


68 Yonge Street 


Toronto 1, Ont. 


McMICHAEL, COMMON, HOWARD, KER & CATE 


Barristers and Solicitors 


Royal Bank Building 


Montreal 1, Que. 


DUQUET & MACKAY 


Barristers and Solicitors 


360 St. James Street West 


Montreal, Que. 
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STEWART, SMITH, MACKEEN, COVERT & ROGERS 
Barristers and Solicitors 


Roy Building - . - - - Halifax, N.S. 


ST-LAURENT, TASCHEREAU, LETOURNEAU, JOHNSTON, 
NOEL & PRATTE 
Barristers and Solicitors 
Price House, 65 St. Anne Street - - : Ouebec, P.Q. 


GOWLING, MacTAVISH, WATT, OSBORNE & HENDERSON 
Barristers and Solicitors 


56 Sparks Street - - - - Ottawa, Ont. 


QUAIN, BELL, CARREAU, GILES & GILLIES 


Barristers and Solicitors 


56 Sparks Street Ottawa, Ont. 


Corporate Financing... 


In our more than sixty years of business we have been 

of service to many outstanding Canadian corporations 

in the issuing and distribution of their securities. 
Should you require information or assistance in such 


matters, we would welcome your enquiry. 


A. E. Ames & Co. 


Limited 
Investment Dealers—Business Established 1889 
TORONTO MONTREAL WINNIPEG VANCOUVER VICTORIA LONDON OTTAWA 


HAMILTON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON’ LONDON, ENG. 
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COMMENT AND OPINION 


The 49th Annual Meeting 
N the normal course of events this 
issue of The Canadian Chartered Ac- 
countant should reach readers’ desks dur- 
ing the first week of September, at which 
time we ourselves (having written this 
comment on the last day of July) will be 
enjoying the beautiful alpine scenery and 
breathing the brisk mountain air of the 
Canadian Rockies at world-renowned 
Banff in bountiful Alberta. If that sen- 
tence is somewhat lyrically expressed, 
readers will understand when we say 
that the temperature in Toronto at the 
time of writing was somewhere near 90 
degrees and that no matter how many 
windows we opened — and even with 
the aid of an electric fan — no breeze 
stirred. Whew! 


Of course the annual meetings, and we 
have been to several of them now, are 
not roses all the way, though we do not 
deny that attending them is amongst the 
most pleasant of our duties. These an- 
nual meetings, the present one being the 
49th since the Canadian Institute was 
formed in 1902, have probably done 
more than any other single factor in giv- 
ing to our profession a national charac- 
ter and in establishing and maintaining 
uniform and rising standards of quali- 
fication and of practice. To these an- 
nual gatherings come chartered account- 
ants from every Province and economic 
division of Canada and at them are dis- 
cussed matters of professional concern, 
some of them the same year after year, 


others new. That these matters have 
found appropriate solutions seems appar- 
ent enough if one is to judge from the 
present strength of the profession 
throughout Canada and the high esteem 
in which the chartered accountant is 
held by the public. That ten separate 
Institutes of Chartered Accountants, one 
for each Province, could voluntarily 
unite in one national body and maintain 
uniform and high standards for so pro- 
longed a period is deserving of comment, 
and is in very large part due to these an- 


nual meetings, of which this at Banff 
(oh! those cool mountain breezes!) is 
but the latest. 


The Silent Profession 


There was silence deep as death 
And the boldest held his breath 
(Thomas Campbell 1777-1844) 

y grow lines describe with accuracy 

the reaction to the plaintive cry we 
uttered in these columns last June when 
we so earnestly besought at least a few 
of our nearly 10,000 readers to write in 
and let our contributors know what was 
thought of their contributions. 


Net response: two letters, both ex- 
pressly and emphatically marked NOT 
FOR PUBLICATION! 


Apparently both of these gentlemen 
were less sanguine (and quite correctly 
so, as it turns out) than we ourselves 
were of the response to be expected to 
our request. One of them said, and we 
are grateful to him for it, that lack of 
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comment from our readers may indicate 
that they are too busy trying to practise 
what our contributors preach. The other 
(and he is a very eminent gentleman in- 
deed), while expressing the hope that 
we might have some further reaction to 
our editorial, himself gave the reason 
why there hasn’t been when he stated: 
“I am quite certain that it is not a lack 
of appreciation that accounts for the ab- 
sence of comment but rather the gen- 
eral atmosphere that seems to prevail in 
our profession,” which, he says, has al- 
ways been known as a silent one. 

It is perhaps some small consolation, 
if such be a true characterization of this 
profession, that we are in good company, 
and that like the Navy our silence is con- 
fined to words, not to deeds. 


The Auditor’s Report 
ULLETIN No. 6 entitled The Audi- 
tor’s Report, which has just been 
issued by the Committee on Accounting 
and Auditing Research, stresses the two 
fundamental characteristics of the in- 
dependent accountant, integrity and in- 
dependence. The Committee states that 
the independent accountant should not 
express an opinion upon financial state- 
ments unless he has made an examina- 
tion of such a nature and scope as will 
enable him to express an informed 
opinion. The examination required to 
enable the independent accountant to 
express an opinion upon the financial 
statements must be determined by him 
in the light of the circumstances of 
each case. 

To avoid the confusion which arises 
from mere differences in the wording 
of the auditors’ expressions of opinion, 
the Committee has recommended a 
standard form of wording for the audi- 
tor’s report for use in those circum- 
stances in which he is expressing an 
unqualified opinion. The members of 
the Committee have agreed to adopt 
this recommended standard form of re- 
port in their practices. 


The most significant recommenda- 
tion in the bulletin is that the expres- 
sion of opinion rendered by the inde- 
pendent accountant should cover the 
statements of profit and loss and sur- 
plus as well as the balance sheet. 


We commend this bulletin, which 
appears on page 105, to the close at- 
tention of our readers. 


U.S. Accountants and 

Lawyers Agree on Tax Practice 

UR American confreres and their 

friends in the legal fraternity have 
reached what has every indication of be- 
ing a satisfactory solution to the difh- 
culties which have beset them in the mat- 
ter of income tax practice. Fortunately 
that is a problem which has not arisen 
and is not likely to arise in this country 
where relations between the two profes- 
sions have always been friendly (perhaps 
more than that, for are they not the 
parents of a healthy 5-year old, The 
Canadian Tax Foundation?). 


The American Bar Association and 
the American Institute of Accountants 
have announced their agreement on a 
statement of principles to govern the 
proper areas of practice by members of 
the two professions in the field of feder- 
al income taxation. The basic principle 
enunciated is that it is within the scope 
of both professions to prepare federal 
income tax returns, and the statement 
goes on to recommend that members of 
each profession encourage their clients 
to seek the advice of members of the 
other in appropriate cases. The two 
Associations also support the unanimous 
view of the National Conference of 
Lawyers and C.P.A.’s that local cooperat- 
ing committees of the two professions 
be set up to discuss complaints involv- 
ing tax practice against lawyers and ac- 
countants and to refer any problems to 
the National Conference of Lawyers and 
C.P.A.’s. 
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Bookkeeping Machines 





By Graham A. Chambers, C.A. 


Substantial savings will result 
through the use of the right accounting machine 





A BOOKKEEPING machine may be 
defined as a machine that combines 
the operation of recording an accounting 
entry with the automatic accumulation of 
one or more totals of the items so re- 
corded. There are, of course, many 
different makes of accounting machines 
and many different models of each make. 
Basically, however, they all have some or 
all of the following features: 
1. A platen set-up that permits the 
simultaneous insertion of more than 
one type of accounting record and the 
necessary carbons. For example, in a 
payroll operation, the following forms 
and records would be processed in one 
operation: 

Pay cheque, 

Earnings statement, 

Earnings record, 

Payroll journal and cheque register. 
Most machines provide for the inser- 
tion of the journal sheet from the 
back of the machine and the insertion 
of other forms from the front. This 
front feeding speeds the operation by 
reducing the distance the operator has 
to reach to make ready each posting. 
2. A printing mechanism which may 
print numerals only or in the case of 
a typewriter bookkeeping machine 
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both amount and description. Where 
no typewriter is included, symbol keys 
are provided to describe the entry 
and record the date. The statements 
prepared by the Canadian banks are 
prepared on numerical machines with 
symbols such as E.C. for error correc- 
tion, etc. 

3. One or more adding machines or 
accumulators which are used to total 
required figures as they are entered on 
the accounting record and to extend 
new balances where ledgers are being 
posted at the same time. The number 
of accumulators available ranges from 
1 to 54 depending on the machine. 

4. Changeable stop bars or a similar 
arrangement to permit the instantan- 
eous utilization of the machine on 
more than one application. 


Advantages of Machine Systems 

Machine systems derive their principal 
advantages over hand systems by virtue 
of the following: 

1. The ability to post transactions to 

two or more related records simultan- 

eously. 

2. The ability to automatically add, 

subtract, compute balances, and accu- 

mulate control totals while posting. 
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3. The ability to provide mechanical 
proof of accuracy. 
4. The ability to provide automatic 
and mechanically controlled features 
which reduce operators’ work and in- 
sure greater accuracy. The ability to 
record legibly a large number of rou- 
tine transactions faster, more accurate- 
ly, and therefore more economically. 
At this point, it would seem advisable 
to point out certain differences between 
the mechanical and manual accounting 
methods. In the early stages of double 
entry bookkeeping all items were jour- 
nalized in a two column journal and 
each item was individually posted to the 
appropriate ledger account. As trans- 
actions became more numerous the col- 
umnar journal was introduced which 
eliminated much posting that had become 
burdensome under the previous method. 
Because of the greater posting speed of 
a machine, the columnar journal loses 


many of its advantages and accordingly 
many machine systems are set up where 
no distribution is made horizontally in 


this manner. Instead, with the increased 
speed of posting, individual items can 
be posted to the ledger in some cases 
faster than these could be spread on a 
columnar journal. This in turn gives 
many advantages as it means that whereas 
horizontal distribution on a journal is 
limited to a practical number of columns, 
by separate posting the extent of the 
distribution is unlimited. In fact, colum- 
nar selection involving a large number of 
distributions has a tendency to reduce 
machine productivity. The number of 
totals provided by the machine and the 
provisions for horizontal tabulation are 
not, therefore, the determining factor in 
the selection of the best accounting ma- 
chine for a particular job. 


A Bookkeeping Machine Application 
As an illustration of a bookkeeping 
machine application, one of many dif- 


ferent procedures that could be used for 
the handling of accounts payable is pre- 
sented. 

1. This system is used by a company 
that has approximately 400 accounts and 
handles approximately 1000 to 1500 in- 
voices per month. In addition, the same 
machine is used for posting all other ac- 
counting records except payroll. 


2. Most invoices have at least two dis- 
tributions and some as many as five or 
six. 

As invoices are received they are 
numbered and approved in the usual 
manner for receipt of goods, prices, ex- 
tensions, etc., and the accounts to be 
charged are designated thereon. 


When a batch of approved invoices 
is accumulated they are sorted alphabetic- 
ally and listed on an adding machine 
and then forwarded to the machine oper- 
ator together with the adding machine 
tape. 

The first machine operation involves 
the simultaneous posting of a remittance 
advice and a purchase journal. At the 
same time separate distribution tickets 
are prepared showing name of vendor, 
date, voucher number, account to be 
charged, and amount of charge. A separ- 
ate ticket is produced for each charge on 
an invoice, by simply inserting a blank 
ticket in a slot on the machine provided 
for this purpose. 

The purchase journal produced as a 
permanent record of the transactions 
entered provides the following columns: 
Vendor name, Date of entry, Voucher 
number, Account charged, Amount of 
charge, Invoice date, Vendor's invoice 
number—optional, Amount of invoice, 
Account payable balance, 2nd pick-up, 
Proof. 

In this particular case the distribution 
ticket is inserted at the left of the ma- 
chine covering the columns headed 
“Vendor Name” to “Amount of charge”. 
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A separate line is required for each 
charge and the name is repeated on each 
line so that this information will appear 
on each ticket. As there is a carbon in 
front of the journal the information 
printed on the distribution tickets also 
appears on the journal sheet. 


Proof of Accuracy 
Through the use of certain features of 
the machine, proof of accuracy of post- 
ing is obtained as well as proof of the 
additions of the distribution. 


When the distribution tickets are pre- 
pared, the amount entered on each ticket 
is added into two accumulators. One 
will give a total of all distribution tickets 
prepared. The other, called a cross- 
footer, is used to prove the posting. As 
mentioned, the amount of each distribu- 
tion ticket is added in the cross-footer. 
When the total amount of the invoice is 
posted to the remittance advice, the 
amounts posted are totalled in a register 
for that column and when subtracted 
from the cross-footer total will be zero. 
When the previous balance on the remit- 
tance advice is entered in the machine, it 
adds into the cross-footer and the opera- 
tor after extending the new balance re- 
enters the old balance which is this time 
subtracted from the cross-footer leaving 
zero. When the machine moves to the 
last column the balance of the cross- 
footer prints automatically. If all post- 
ings are done correctly the machine will 
print a zero. If an error has been made 
other figures will appear, necessitating a 
check of the postings. The only error 
that would remain undetected would be 
the insertion of the same wrong amount 
for the old balance both times it is enter- 
ed. There is a column in the journal 
for the second pick-up but none for the 
first pick-up. This first pick-up is done 
“non-print” immediately prior to the in- 
sertion of the invoice amount at the right 
hand side. 
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Graham A. Ghambers, C.A. was 
admitted to the B.C. Institute in 
1949, having taken the silver 
medal and prize for placing se- 
cond in Canada in the final ex- 
amination. He is now with the 
firm of Helliwell, Maclachlan & 
Co., Chartered Accountants, Van- 


couver. 





The down total of distribution tickets 
and the down total of invoices entered 
on remittance advices which are accumu- 
lated should agree and both should be 
the same as the pre-list. If such is the 
case, the invoices may now be filed. 

The distribution tickets are now taken 
and sorted by account number. 

When so sorted these tickets are post- 
ed to the individual expense accounts for 
each department. The distribution tick- 
ets may be posted individually or may 
be first summarized on an adding ma- 
chine tape and the total only posted. In 
dealing with the preparation of tick- 
ets, it was mentioned that the name of 
the supplier was printed on the ticket. 
The tickets may then be posted individu- 
ally and if space is made available on the 
ledger card a completely descriptive led- 
ger is obtained for analysis at any time. 

As a by-product of this posting oper- 
ation a distribution journal is produced 
showing: Date, Account charged, Vendor 
name, Amount of charge. 


In this plan when all tickets covering 
charges to a department are posted to 
the various sub-accounts the departmental 
expense control ledger card is inserted 
and the total of all postings to the detail 
cards is automatically extended therein. 
By entering the previous balance for ex- 
penses, the machine produces a card 
showing the to-date balance. As the 
machine accumulates a total of all items 
entered proof of accuracy of posting can 
be obtained by comparing this total with 
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the total of distribution tickets obtained 
in run number one. 

In some cases preparation of duplicate 
descriptive ledger cards has been found 
of great benefit for issuance to depart- 
ment managers along with operating 
results. Through these, the manager is 
able to immediately spot any extraordin- 
ary items and relate his known costs to 
the totals reported to him. 

The third phase of this installation is 
the writing of a cheque and the prepara- 
tion of a cheque register. In this plan 
the name of the payee is inserted on the 
remittance advice and on the cheque it- 
self prior to the first entry on the re- 
mittance advice. At appropriate pay- 
ment times throughout the month the 
cheque and remittance advice forms are 
taken from the files and the discount is 
calculated. They are then forwarded to 
the machine operator who prepares the 
cheque by inserting it over the right 
hand portion of the journal sheet. The 
operator enters first the date, cheque 
number, gross amount, and the amount 
of discount as pre-calculated. The mach- 
ine automatically deducts the discount 
and prints the set figure in the “amount 
of cheque” column. The machine then 
tabulates over to the left hand column 
where the name is entered. The operator 
then tabulates to the vouchers payable 
column in this case and again enters the 
gross amount. When the gross amount is 
entered on the cheque it adds in the 
cross-footer. When re-entered in the 
vouchers payable column it subtracts and 
the machine automatically tabulates to 
the proof column where the balance in 
the cross-footer prints. If the gross 
amount has been entered correctly in 
both places a zero will result proving 
the accuracy of the posting. 

The cheque register has the following 
columns: Payee, Voucher payable, Proof, 
Date, Cheque No., Gross Discount, 
Amount of cheque. 


The accumulated totals of the Vouch- 
ers payable discount and amount of 
cheque columns provide the figures for 
entry to the general ledger. 


Flexibility of Machines 

The flexibility of most typewriter 
bookkeeping machines provides a choice 
of many different methods of handling 
an application such as accounts payable. 
Depending on circumstances and the re- 
quirements of the company any of the 
following variations could be used: 
1. An accounts payable ledger could be 
used instead of the remittance advice 
mentioned above. The chief disadvan- 
tage to this is that it is necessary to insert 
the ledger card to post the payment made 
to the vendor. Under the voucher sys- 
tem the cheque and remittance advice 
would merely be removed from the pay- 
able file. 
2. If most invoices have charges to only 
one account, instead of preparing distri- 
bution tickets the invoices themselves may 
be sorted first by account to be charged 
and posted to the expense ledger. As a 
second operation they could be resorted 
alphabetically and posted to the accounts 
payable ledger. 
3. Where a large proportion of the in- 
voices are chargeable to only one account, 
such as inventory in the case of a manu- 
facturing company, all the invoices 
chargeable to this account could be 
segregated and sorted alphabetically. The 
total of all these invoices which is ac- 
cumulated as they are posted to the ac- 
counts payable could then be charged to 
the inventory account in the general 
ledger. 
4. With a wide carriage machine it is 
possible to post the debit side of the 
entry to the expense ledger and journal 
on the left portion of the carriage and by 
tabulating over to the right hand side 
post the amount to the account payable 
ledger card. Normally this is considered 
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Bookkeeping Machines 


to be a slower operation than the dual 
run plan described in (2) above, as not 
only does the operator spend more time 
locating the right ledger or expense card 
but also, because multiple postings to the 
same card are not as frequent, more time 
is spent entering old balance figures in 
the machine. 

5. In some cases it is not convenient to 
prepare cheques on the accounting ma- 
chine and under these circumstances the 
cheque register is prepared on the ac- 
counting machine from either a carbon 
copy of the cheque or from the cheque 
stubs. 


Other Applications 
While the above describes an accounts 
payable application of a typewriter book- 
keeping machine, most machines of this 
type are adaptable to many different ap- 
plications, some of which are: 

1. Accounts receivable — including 
preparation of statement, ledger 
card, cash receipts journal, sales 
and sales distribution journal. 

2. Payroll — including simultaneous 
preparation of earnings statement, 
cheque, payroll register, and em- 
ployees’ earnings record. 


3. Inventory records — _ including 
journal and perpetual inventory 
cards. 


4. Cost records — including work in 
process ledger, journals, etc. 

5. Fixed asset and depreciation ledg- 
er. 


6. General ledger and general jour- 


nal. 


Special Purpose Machines 

Listed below are a few of the special 
purpose machines available and the jobs 
performed by each. 
1. A billing machine including all the 
features of a typewriter accounting ma- 
chine and in addition having a multiply- 
ing mechanism which automatically cal- 
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culates and prints extensions and totals 
as an operator prepares invoices, etc. 
The quantity is entered in the first multi- 
plier and printed simultaneously. The 
description is entered on the typewriter 
and the price is entered in the second 
multiplier. As soon as this price is 
entered, the machine makes the extension 
and prints both price and result. The 
results are accumulated so that one key 
depression totals the invoice when all 
items are entered. As more than one 
accumulator is available, quantities may 
also be totalled where a uniform product 
is sold. 


2. One manufacturer provides a key 
punch that can be attached to a billing 
machine so that punched cards are pro- 
duced simultaneously with the writing 
of the invoice for various analysis pur- 
poses. 


3. An analysis machine is available that 
has 54 accumulators so that a group of 
items such as sales invoices can be dis- 
tributed to as many as 54 accounts in 
one run by listing and punching the re- 
lated account key. By totalling each of 
the 54 registers the distribution can be 
obtained. 


4. Specialized payroll machines designed 
for high speed preparation of earnings 
statement, record, pay cheque, and pay- 
roll journal. 


5. Cycle billing machines that post a 
customer’s statement in detail and auto- 
matically post only the totals of the 
month’s debit and credit transactions to 
a customer's history card inserted in the 
machine. 


6. Various high speed posting machines 
such as those used in banks where a large 
number of similar transactions must be 
handled. One very successful bank plan 
provides for two runs on all entries. One 
girl posts a batch of entries to the ledger 
cards and the same batch is posted by 
another operator to the statements. By 
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accumulating the total of all items posted 
and comparing the two runs the ac- 
curacy of the posting of the entries is 
proved. To prove that the correct ac- 
count has been charged or credited a 
total is accumulated of all new balances 
extended. If this total for both runs 
is the same it can be assumed that the 
entries have been made to the correct 
accounts as it would be quite a coin- 
cidence if two customers, who might 
be confused, had identical balances. 

7. Various combination cash register ac- 
counting machines such as window post- 
ing machines for hotel or retail use. In- 
stalment sales and payments are frequent- 
ly handled on a machine that posts a 
ledger card, customer’s passbook, and 


journal sheet simultaneously, producing 
totals when required. 


Substantial Savings 


To summarize, the machine companies 
have produced a large variety of account- 
ing machines ranging in price from ap- 
proximately $700 to $7,500 designed for 
various accounting applications and in 
most cases adaptable to many different 
jobs. In these days of high labour 
costs there is no doubt that substantial 
savings can be effected through the pur- 
chase of the right accounting machine 
and the installation of the best possible 
procedures for handling the work in- 
volved. 
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Answering 
Examination Questions 





By Clem L. King, B.Com., F.C.A. 


Some useful last-minute advice 
for those soon to write the October examinations 





HILE some candidates sit for the 

examinations without the proper 
preparation, there are others who do 
have an adequate knowledge of the sub- 
ject but who do not do themselves jus- 
tice in the examination room. As in 
any endeavour, there is no “easy road” 
to success in examinations. The prime 
essential for success in examinations is 
an adequate knowledge of the subject. 
This cannot be obtained by leaving all 
studying to be done during the last few 
weeks before the examination. Prepara- 
tion for the examinations should start 
as soon as possible. For chartered ac- 
countancy students study should be a 
continuous process from the time they 
start in a chartered accountant’s office 
until just before the examination. Most 
students will enter the examination hall 
better prepared to do their best if they 
arrange their study programme so that 
it is completed well in advance of the 
date of the examinations. The inter- 
vening period can then be used profitably 
in reviewing topics needing particular 
attention. The last few days should be 
devoted, so far as is possible, to mental 
and physical relaxation. 


Perfection of Examination Technique 


An excellent way to condition oneself 
in the technique of writing examinations 
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is to work out, under simulated exam- 
ination conditions, questions that have 
appeared on the examination papers of 
prior years. The answers should then be 
gone over carefully noting the points 
that were missed, the irrelevant material 
included, the clarity of presentation, and 
particularly the points upon which the 
grasp of the subject is not up to stand- 
ard. Such a procedure is an excellent 
method of reviewing the subject matter 
of the course, but it should not be for- 
gotten that the questions on past exam- 
ination papers will not necessarily cover 
all the topics included in the subjects 
upon which the examination will be 
based. If the help of a qualified person 
can be secured to review the answers 
worked out and to offer criticism it will 
usually prove helpful. 


Precision in Words 


Unfortunately there are some people 
who have a good grasp of a subject but 
are not able to make others aware of 
the extent of their knowledge. One 
reason for this is their inability to use 
the language as a medium of communica- 
tion. This deficiency cannot be remedied 
overnight and undoubtedly has its roots 
in the education process of a person’s 
earlier years. However, any person can 
improve his capacity to write understand- 
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able English by practice. After writing 
a letter, a lesson assignment, a report, or 
an answer to an examination question, 
reread it critically to make sure that the 
language used will convey to the intend- 
ed reader the thoughts meant to be ex- 
pressed. 


In all writing try to choose the word 
that will convey the exact meaning in- 
tended. Simple English is simple only 
if the right words are used, whether 
the words are one or five syllables in 
length. It is simple only if it readily 
conveys to the reader the exact shade of 
meaning intended. 


Some persons produce a so-called 
handwriting that, while the right words 
are used, is impossible to decipher be- 
cause of complete inability to recognize 
any similarity between the hieroglyphics 
used and the ABC’s of the alphabet. In 
answering examination questions the 
student should make sure that his writ- 
ing is legible, not only out of pity for 
the poor examiner, but in his own self 
interest. 


Selecting the First Question 

Once a candidate has entered the ex- 
amination room and received his paper, 
the next step should be to get to work 
immediately in order to make the best 
possible use of the available time. He 
should first glance over the paper, not- 
ing the topics covered by the various 
questions and the answers called for by 
the requirements of the questions. He 
should note the marks allotted to the 
various questions since these offer a guide 
to the relative importance of the ques- 
tions. If a question has been allotted 
5% or 10% of the marks, it is not 
expected that the candidate will spend 
a quarter of the available time in answer- 
ing it. Conversely, if a question has 
been allotted 25% or 30% of the marks, 
it is not anticipated that a candidate can 
answer it in 10 or 15 minutes. 


There are several schools of thought 
as to which is the best method for can- 
didates to follow in selecting the first 
question to answer. Some believe that 
the candidate should read the whole 
paper over carefully, making notes of 
the important points that come to mind, 
and, having done this, decide on the 
question to be tackled first. Others be- 
lieve that this is too time-consuming and 
that all that is needed is a brief scanning 
of the topics covered and the require- 
ments in order to select the question 
to be answered first. Each candidate 
should experiment in advance of the ex- 
amination session to find the method best 
suited to his temperament and then, in 
the examination hall, follow the proced- 
ure that is most productive for him. 


After a candidate has selected a ques- 
tion and noted the marks allotted to it, 
his next step is to read the question and 
the requirements with sufficient care to 
ensure that all the points in the question 
have been noted correctly. A good rule 
is to glance over the question to get an 
idea of the topic covered, read the re- 
quirements, and then read the question 
from the beginning. As the question is 
read, notes should be made of points that 
should be taken into account in the 
answer. In reading the question, it 
should be taken for granted that the 
question and the requirements mean ex- 
actly what they say, no more, no less. 
Great care has been taken to avoid am- 
biguities in wording and to state the 
problem as clearly as possible. 


Answer the Question Asked 


Some candidates lose more marks 
through their failure to read the ques- 
tions carefully than through any lack of 
knowledge on their part. An examina- 
tion paper can only cover some of the 
aspects of any given subject. The exam- 
iner is interested in the extent of the 
candidate’s knowledge of the points ask- 
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ed. It should always be remembered 
that no matter how well the candidate 
may know the subject, the only way the 
examiner has of assessing the extent of 
the candidate’s knowledge is by evaluat- 
ing the information, relevant to the ques- 
tions asked, that the candidate has in- 
cluded in his answer. 


If the question calls for a discussion 
on a topic, the answer should set out the 
points involved, explaining their relative 
importance and indicating the possible 
divergent viewpoints and the implications 
of the problem. If the question calls for 
an answer set out in the form of a letter, 
the answer should be submitted in that 
form and should be as nearly as pos- 
sible the letter that the candidate would 
like to see go out to a client who had 
asked the same question. If the ques- 
tion calls for a balance sheet, a statement 
of profit and loss, or some other state- 
ment, the answer should be in statement 
form, properly headed up and arranged 
in the form that the candidate would 
like to submit to his principal for crit- 
icism. If, on the other hand, working 
papers are called for it is not necessary, 
in fact it is a waste of time, to go to the 
trouble of preparing the answer in state- 
ment form, for the examiner wishes to 
see if the student can prepare the work- 
ing paper called for. In all cases, the 
candidate should answer the question 
asked and submit his answer in the form 
called for. 


After completing about half of the 
answer to a question, it is good practice 
to review the question and read over the 
answer to make sure that it is still as 
planned and actually in answer to the 
question asked. 


Interpret the Questions Carefully 


Instances arise where candidates be- 
come deeply and unnecessarily involved 
in answering a particular question be- 
cause they refuse to believe that the 
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question means exactly what it says or is 
as easy as it appears. It should be re- 
membered that not only is great care 
taken with the wording of the questions 
but what is difficult for one person may 
be easy for another. If a candidate thinks 
that a question is too simple and easy 
to be included in an examination paper 
he should remember, after first making 
sure that he has not misinterpreted the 
question, that some other candidate 
probably finds that same question almost 
as difficult as he finds it easy. 

Conversely, if a question seems unduly 
complex and involved, the candidate 
should first make sure that he has in- 
terpreted it correctly. While some ques- 
tions may be difficult, the examiners try 
to present them in such a way that they 
are not unnecessarily intricate and in- 
volved. It may be that the question 
covers a point on which the particular 
candidate’s knowledge and experience is 
below average. 


Be Careful in Making Assumptions 

If, after starting to work out an 
answer, the candidate finds that some as- 
sumption seems to be necessary if he is 
to complete the question, he should first 
reread the question to make sure that 
he has not overlooked the point that 
appears to be missing. Should he not 
find what he seeks, he should then make 
the assumption which seems most reason- 
able in the circumstances and indicate 
on his answer sheet the basis upon which 
he has answered this question. It is 
possible that the question was designed 
to draw an assumption from the can- 
didate, but if it should prove that there 
was an ambiguity in the wording of the 
question, those students who have set 
out their assumptions clearly will be in 
the best position to have their answers 
given full weight. 

If the assumption is clearly set out, the 
examiner is in a position to award the 
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candidate the maximum marks possible, 
even though it was arrived at as a result 
of misinterpreting the question or was 
not strictly correct. The candidate 
should be careful to make sure that 
the remainder of his answer follows log- 
ically from the assumption made. One 
of the more common mistakes made by 
candidates is the failure to follow their 
own work and thinking through to a 
logical conclusion. 


Futility of “Padding” 

Some candidates, particularly those 
whose grasp of the subject is not up to 
standard, attempt to impress the exam- 
iner by the sheer volume of their answers. 
This padding serves only to waste time 
that could be more profitably used in 
answering other questions on the paper. 
Unless the answer is required to be in 
a specific form it is wise to set out the 
answer, where possible, in point form. 
Not only does this assist in making sure 
that all points are covered, but it makes 
it easier for the examiners to find the 
points brought out in the answer. 

Most candidates fall into the error of 
including in their answers material that 
is not relevant to the question asked. This 
habit is difficult to overcome but should 
be guarded against at all times. It is not 
only a waste of time but frequently re- 
sults in the candidate contradicting him- 
self. 


Insufficient Time 
There are often ways of shortening 
the time required to prepare a proper 
answer, such as using the examination 


paper itself as a rough work sheet and 
thereby avoiding unnecessary copying. If 
such short cuts are used, the examination 
paper or other work sheets should always 
be handed in as part of the answer 
papers. 

If the candidate finds that he is not 
going to be able to complete the paper 
in the time allowed, he should attempt 
to put down on his answer sheets the 
points, or at least the main points, to be 
considered in answering the incompleted 
questions. If this is done and the can- 
didate covers the main points in the ques- 
tion, the examiner will be able to allot 
marks in proportion to the candidate’s 
displayed knowledge of the topic. If it is 
a question in which working papers have 
to be prepared and calculations made, the 
layout of the answer should be sketched, 
if possible, and as much work set out, 
without completing the details of calcu- 
lations, as can be done in the time 
available. While a candidate cannot se- 
cure full marks on a paper if he is not 
able to complete several of the questions, 
it is possible to secure a pass if he in- 
dicates on his answer sheets that he has 
a proper grasp of the fundamental points 
involved in those questions that he has 
not been able to complete. 


A Reminder 

On entering the examination room the 
main thing to remember is that if ade- 
quate study and preparation have been 
completed, the questions on the papers 
can be properly and competently answer- 
ed by a judicious mixture of acquired 
knowledge and common sense. 
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Control of Assets 
(Concluded) 


“Beem 





By W. G. Leonard, F.C.A. 


Assistant Professor of Commerce, Queen's University 


This is the third of a series of three articles on this subject. 

The first provided a general introduction of the topic and a discussion 

of techniques of control over acquisition of cash. The second con- 

cluded the discussion of cash control and dealt with techniques of 

control over receivables and acquisition of inventories. This article 

will conclude the discussion of inventory controls and will deal also 
with control of investment securities and long-term assets. 





3. INVENTORIES OR STOCK-IN-TRADE 
(b) Custody of Inventories 


[ is usual to classify inventories un- 
der the following headings: (i) ma- 
terials and supplies (ii) goods in pro- 
cess of work in process and (iii) fin- 
ished or manufactured goods. In most 
manufacturing plants of any size, it is 
likely that a formal system of stores 
control will be operated for many types 
of materials and supplies and also, in 
many cases, for the finished goods in- 
ventory. 


However, it is seldom feasible to 
employ a formal storing and issuing 
procedure for the work in process as 
this work moves from machine to ma- 
chine or from stage to stage. Other 
methods of control must be used such 
as that secured by a good system of 
cost records which will develop cost 
comparisons from period to period as 
compared with standards of reasonably 
efficient performance and so indicate 
abnormal wastages or abnormal use of 
materials or machine or labour time in 
the productive departments. 


Formal systems of stores control 
serve the following purposes and fur- 
nish the following advantages in cases 
where their use is appropriate and eco- 
nomical: 


(i) They provide focal points for 
the personal responsibilities 
having to do with the receiving 
into the plant and the distribu- 
tion to various plant depart- 
ments of the materials and sup- 
plies (or with the custody and 
shipping of finished goods). 


(ii) They furnish a guide to the 
orderly purchasing of materials 
and supplies. 


(iii) They tend to prevent careless 
handling and theft of goods. 


The first advantage, i.e., the estab- 
lishment of well-defined personal re- 
sponsibilities, is obtained by setting up 
a stores department or a finished goods 
warehouse in a definite physical loca- 
tion. A storeskeeper or custodian is 
appointed and given definite personal 
responsibility for the control, record- 
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ing, and custody of goods in certain 
well-defined categories. 


The second advantage (furnishing a 
guide to purchasing) is obtained by 
operation of continuous inventory 
records by the stores department. The 
inventory record is kept separately for 
each type of goods and shows (a) 
quantities received, (b) quantities is- 
sued, (c) balance representing quanti- 
ties on hand, (d) pre-determined maxi- 
mum quantities permitted to be on 
hand at any one time, (e) pre-deter- 
mined minimum quantities below which 
stock is not to be permitted to drop 
without requisitioning for a new pur- 
chase. Whenever any issue of goods 
reduces the stock of that particular 
item to a figure lower than the set 
minimum, it becomes the duty of the 
storeskeeper to notify the purchasing 
official or department of the quantity 
which should be purchased in order 
to bring the stock up to the permitted 
maximum. The third advantage, i.e., 
the prevention of careless handling 
and theft, is gained by enclosing the 
stores area to prevent entrance or exit 
except through a controlled space and 
by enforcing a rule that goods are to 
be issued only on written orders or 
requisitions from authorized persons 
which requisitions are to be retained 
on file as a permanent record. Similar 
precautions should, of course, be taken 
with regard to the finished goods ware- 
house. As one business manager of 
my acquaintance put it, “It is not wise 
to have too many back doors to any 
place where goods are stored.” 


A special problem of control arises 
in those plants where the type of work 
makes it necessary to supply the work- 
men with a considerable variety of 
loose tools whose aggregate value make 
it desirable to try to minimize the risk 
of loss. Perhaps the best method of 
control here is use of the so-called 


“tool crib”. Each employee is required 
to submit a written requisition for the 
tools which he himself has to use. He 
is made personally responsible for the 
tools issued to him and their value is 
charged to his personal account. He 
is held responsible for their ultimate 
return at which time his account will 
be credited with a cancellation of the 
charges originally made with respect to 
the tools returned. It is usual to make 
provision for supplying the employees 
with locked cabinets in which they 
can store the tools when not in use. 


(c) Utilization of Inventories 


I have already dealt with the stores 
procedures which are designed to 
make sure that materials and supplies 
bought for business purposes actually 
are used for the intended purposes. A 
separate problem is that of trying to 
make sure that wastage or spoilage of 
materials is not too high in the pro- 
ductive departments. 


Perhaps, the most effective control 
procedure here is the development of 
comparative cost figures for various 
processes or units of product over 
short time periods such as a day, a 
week, or a month. Without going in- 
to the detail of cost accounting tech- 
niques, perhaps I may say that man- 
agement is well advised to establish 
pre-determined standards of perform- 
ance representing acceptable rates of 
consumption of materials and supplies 
per unit of product. Then the cost 
accounts can be designed to produce 
figures known as variances which will 
reflect accurately any tendency to- 
wards abnormal materials consumption 
as compared with the predetermined 
standard. 


A special control problem arises in 
many industries in connection with dis- 
posal or utilization of waste and scrap 
materials or of by-products arising out 
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of the production process. Some prod- 
uctive processes give rise to waste ma- 
terials which have little or no saleable 
value and whose removal merely in- 
volves the business in additional costs. 
Examples are chips in a cut-stone 
works, or cinders in a power plant. 
These waste materials accumulate as 
an unavoidable incident of the plant 
operation and involve out-of-pocket 
expense for dumping. Other produc- 
tive processes throw off waste ma- 
terials which have a saleable value as 
scrap, i.e., they may be taken out and 
sold in bulk without any further pro- 
cessing. Examples are shearings in a 
sheet-metal works or cuttings in a 
garment factory. Usually the amount 
of money recoverable from the sale of 
scrap materials is small in comparison 
with the cost of a similar quantity of 
the material from which it originally 
arose. However, its recovery may rep- 
resent in total a considerable cost sav- 
ing, for the business and management 
should devise methods of making 
sure that the quantities of scrap ma- 
terials sold represent a reasonable re- 
covery with relation to the quantities 
of materials used and the nature of the 
production process. Often it may be 
possible for a greater relative return 
to be obtained from scrap materials 
by further processing them into by- 
products in a minor or side-line pro- 
duction effort. Sometimes this may 
be done in order to get a more effi- 
cient utilization of some plant facilities 
which otherwise would stand idle part 
of the time. Examples of production 
of by-products from waste materials 
would be use of the shearings in a 
sheet-metal works to manufacture 
metal washers or use of the cuttings 
in a garment factory to manufacture 
tugs or rag dolls. 

I already have indicated that good 
internal control of materials and sup- 
plies and of finished goods involves the 
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operation of continuous stock records 
of quantities of each important item 
handled. Also that control of costs 
of inventories of goods in process and 
finished goods involves operation of 
a system of cost accounts which will 
bring out comparisons to indicate sub- 
normal or inefficient performances any- 
where within the productive depart- 
ments. Both the continuous inven- 
tory records and the cost accounts 
should be tied in with the general 
books of account by a device known 
as subsidiary ledger and control ac- 
counting which provides that the de- 
tailed records have to be proved peri- 
odically by reference to the totals of 
the transactions as recorded in the 
books of account. This is usually done 
by taking a monthly trial balance of 
the subsidiary ledger, which trial bal- 
ance must be brought into agreement 
with the controlling account. 


Another important control proced- 
ure involves the taking of a complete 
physical inventory of the stock-in-trade 
at least once a year. This requires not 
only the physical count or measurement 
of the quantities of goods on hand but 
also the pricing or translation of the 
count into dollars representing the cost 
of the goods on hand minus any re- 
ductions deemed necessary for any 
goods which by reason of inferior 
quality, changes of style, physical de- 
terioration, etc. are likely to be sold, if 
at all, at prices which will not yield the 
usual mark-up on their cost. 


The physical stock-taking may be 
done in one of two ways: 

(i) The most common procedure is 
to make a complete count of 
the inventory of a company, a 
plant, or a department at one 
definite time while the produc- 
tive operations are suspended 
for the purpose of the stock- 
taking. 
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(ii) An alternative procedure may be 
practicable in some plants where 
adequate and accurate book in- 
ventories are maintained. This 
procedure consists of making 
periodic counts under controlled 
conditions of selected items ac- 
cording to a plan or pattern by 
which all items in the entire 
inventory will be covered at 
least once a year. Some busi- 
nesses employ both the periodic 
test counts of selected items and 
the year-end stock-taking of the 
entire inventory. 


In either case, the results shown by 
the actual physical stock-taking are com- 
pared with the corresponding figures in 
the continuous book records of inventor- 
ies for the purpose of ascertaining what 
errors have occurred in the book records 
and of obtaining their correction. The 
continuous book records must be adjusted 
to show the actual quantities of goods 
found to be on hand. 


In connection with both types of in- 
ventory count, considerable careful plan- 
ning is required in order to obtain a 
satisfactory cut-off of the records made 
in the books concerning goods received 
and goods shipped so that the book 
records will be on a basis which will 
reflect the actual point of time when the 
count was made. It is necessary to lay 
down detailed instructions for both the 
bookkeeping employees concerned and 
the inventory counting teams. 


The precise time of the annual stock- 
taking should be given careful consider- 
ation. It is desirable to minimize the 
length of shutdowns of operations for 
the purposes of stock-taking and most 
desirable not to have any shut-downs at 
all during the busy season of any busi- 
ness whose productive activities follow 
a seasonal pattern. Any business which 
is subject to a seasonal lull or slack 
season is well advised to adopt a finan- 


cial year-end and to plan its annual 
stock-taking to coincide with the time of 
reduced activity. This is one of a num- 
ber of important advantages which busi- 
nesses may derive from adopting a na- 
tural business year in preference to the 
calendar year for their financial report- 
ing. 

A problem closely related to custody 
of inventories is that of fife insurance 
thereon, but as I plan to deal with this 
topic under the general heading /ong- 
term assets, 1 will not deal with it sep- 
arately under this particular heading. 


Perhaps I should place a little more 
emphasis than I have done so far on the 
purely accounting devices of inventory 
control. I have already indicated that the 
most efficient method of controlling ma- 
terials and supplies inventories is based 
on good stores procedures and that these 
same procedures also are most efficient 
for those types of finished goods inven- 
tories which lend themselves to this type 
of control. However, thorough-going 
stores procedures may be unduly expen- 
sive to operate in connection with those 
inventories which consist of large num- 
bers of items each having a small unit 
value. 


In most cases an important part of the 
stores procedures is the operation of con- 
tinuous stock records which show the 
number of units on hand and the unit 
costs of each type of goods. Where the 
type of goods handled is such that the 
cost of each unit is a material amount 
and the risk of monetary loss to the 
business from theft, breakage, etc. would 
be considerable in the absence of a com- 
prehensive system of control, there is 
usually little doubt that the additional 
administrative costs imposed on the busi- 
ness by operation of complete stores pro- 
cedures are fully warranted. However, 
in cases where the types of goods handled 
are such that the risks of loss are rela- 
tively slight, or in cases where the unit 
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costs of items which are likely to be lost 
are relatively small, there may be con- 
siderable justification for doubts as to 
whether the cost of full protection will 
not be so much greater than any reason- 
able risk of loss that the management 
would be unwise to incur the costs of full 
protection. 

This is the sort of situation which 
invites the exercise of ingenuity in de- 
vising some method of control that 
will yield most of the important advan- 
tages of detailed stores procedures with- 
out incurring the heavy costs of detailed 
bookkeeping which may be involved in 
putting these procedures into operation. 
Perhaps it might be useful to indicate 
the general nature of one type of prac- 
tical compromise between considerations 
of efficient control and considerations of 
administrative cost in this general area. 


The continuous inventory records of 
various types of goods consist of two 
types: 

(1) The detailed records or stock cards 
which show quantities received, 
quantities issued, and balances re- 
maining on hand for each type of 
goods handled. These quantities 
commonly are priced at unit cost 
and the total cost values are filled 
in for each receipt of goods and 
each issue of goods in order to 
provide periodical proof of agree- 
ment with the books of account 
which are kept in terms of dol- 
lars and cents. 

(2) The cost accounts operated in the 
ledgers of the business which 
represent the totals or controlling 
accounts of the various classes of 
costs which are recorded in detail 
on the individual stock cards. In 
the technical language of book- 
keeping the stock cards are the 
subsidiary records and the cost 
accounts are controlling accounts 
against which the accuracy of the 
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subsidiary records may be proven 
periodically. 

Obviously, the bulk of the detailed 
bookkeeping work and the major part 
of its cost will be incurred in the 
operation and periodical balancing of the 
individual stock card records. There- 
fore, if means can be devised to operate 
the cost accounts in total only, without 
the necessity of operating the detailed 
stock records in order to prove their 
accuracy, it is apparent that a considerable 
reduction can be made in the bookkeep- 
ing costs. One device for doing this is 
to provide estimates of the amounts of 
materials which should be used for cer- 
tain quantities of product under reason- 
ably efficient operating conditions and 
to write up the records as if these stand- 
ard quantities represented the actual con- 
sumption. Then when an actual physical 
count is taken at the end of a period, a 
comparison is made in total between the 
quantities which might reasonably have 
been expected to be used and the actual 
performance which was obtained. This 
method cannot be expected to turn up a 
ready-made explanation of the reasons 
for the differences between the pre-deter- 
mined standards and the actual perform- 
ances which are bound to turn up at the 
end of each period. However, the dif- 
ferences may be sufficiently small for 
most periods as to be considered rela- 
tively unimportant. When, for any per- 
iod, a variation is shown which is suf- 
ficiently large to cause concern, special 
investigation may be made of the prob- 
able causes in order that appropriate 
remedial measures may be taken. 


(d) Sale or Disposal of Inventories 

The end-product of the production 
process is the finished goods inventory 
and the ultimate purpose of the process 
is to have the proper types of finished 
goods ready for sale in such form and 
at such a price as will satisfy the re- 
quirements of the prospective customers 
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of the business and as will induce them 
to buy sufficient quantities to enable the 
business to earn a profit from their sale. 


Many businesses have a separate sales 
department and a definite policy of sales 
promotion. Formulation of sales policy 
may be less subject to formal control in 
many businesses than are some of the 
other major efforts. On the other hand, 
many modern businesses make extensive 
use of budgets and where this is done, 
it is necessary for the following basic 
policy decisions to become a matter of 
formal record as between the sales de- 
partment and the budget control com- 
mittee: 

(i) products and services to be offered 

for sale; 

(ii) physical volume of sales to be 

sought; 

(iii) price policy; 

(iv) credit policy; 

(v) nature and amount of sales effort. 
The starting point of the entire bud- 
geting procedure and the basic docu- 
ment to which all other forecasts must 
be related will, in most cases, be the 
sales budget or sales forecast. I do not 
propose to go very deeply into the tech- 
nique of budgeting. I will just mention 
the different topics which must be con- 
sidered in the thoughtful preparation of 
a sales budget: 

(i) analysis of past sales performance 
of the particular business; 
study of indications of trends of 
business conditions generally; 
study of market potentialities; 
consideration of products or ser- 
vices to be offered; 
consideration of prices to be set; 
consideration of agencies, chan- 
nels, and methods to be used in 
making sales; 
formulation of sales policies in 
general terms; 
development of detailed 
plans; 


(ii) 


(iii) 
(iv) 


(v) 
(vi) 
(vii) 
(viii) 


sales 


(ix) development — in detail — of 
sales standards and incentives; 
(x) development of methods of sales 
control; 
(xi) development of a program of sell- 
ing costs. 
In all of these steps, the question of 
sales revenue and of the costs of ob- 
taining sales must be considered jointly. 
It is not so much a question of what 
has been sold or even of what can be 
sold, as it is of what can be sold profit- 
ably. Any analysis of sales possibilities 
which is to be fruitful requires a con- 
tinuous relating of sales to costs in order 
that the policies chosen shall be those 
which will tend to maximize the profits 
of the business. 


4. INVESTMENT SECURITIES 
(a) Acquisition 
of Investment Securities 
Manufacturing or trading businesses 
are likely to acquire investment securi- 
ties for one of two purposes: 

(i) as a temporary repository of cash 
in a situation where the business 
has more cash on hand than its 
immediate requirements but wishes 
to retain its command of ready 
cash either as a cushion against 
possible or anticipated increases 
in its working capital require- 
ments or as a source of funds for 
planned future expansion of pro- 
ductive facilities; 

(ii) an investment which accomplishes 
some definite business purpose as, 
for example, purchase of securi- 
ties effecting control of a sup- 
plier business in order to assure 
an accessible supply of raw ma- 
terial, or purchase of control of 
a competitor business for the 
purpose of strengthening the 
competitive position of the busi- 
ness within the particular trade 
or industry. 
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For the first type of purpose, the busi- 
ness is likely to buy securities which will 
be readily marketable and are quoted on 
the recognized securities exchanges. 

Control over acquisition of securities 
will usually be effected by requiring 
formal minutes of the board of directors 
to authorize each purchase. The actual 
purchasing procedure will be similar to 
that already prescribed for purchases of 
materials and supplies. 


(b) Custody of Securities 

Good internal control of investment 
securities usually is based on a clear-cut 
division of duties between those em- 
ployees entrusted with custody of the 
securities and those who keep the book 
records. The securities should be regis- 
tered in the name of the business at the 
time of purchase. It is desirable to keep 
the actual documents evidencing owner- 
ship in the securities in a safety-deposit 
box or fire-proof vault. Access to the 
place of safe-keeping should be vested 
in at least two responsible persons at 
least one of whom should be an officer 
of the company. 


(c) Utilization of Securities 

With respect to all revenue earning 
securities, a schedule should be prepared 
showing the dates and amounts of in- 
terest maturities, dividend declarations, 
etc., which the business should receive 
as revenue from its investments. This 
schedule should be kept amended up to 
date whenever any security holding is 
changed, whenever notice of a dividend 
declaration is received, or whenever any 
other event happens which affects the 
amounts of revenue which the business 
should receive. A copy of this schedule 
and of all amendments thereto should 
be furnished to the bookkeeping depart- 
ment which should be required to use 
the schedule as a check-list against which 
entries representing actual receipt of the 
anticipated payments will be ticked off. 
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If an expected payment is not received, 
the reason should be investigated and a 
formal report made to the responsible 
official. 

Marketable securities owned by the 
business are commonly used as security 
for the borrowing of money from banks 
as required for temporary or seasonal 
financing. In such a case, the securi- 
ties are left in the custody of the bank 
for the duration of the loan and the 
business receives a signed acknowledge- 
ment from the bank which should be 
kept in safe custody in the same manner 
as other important business documents. 


(d) Disposal of Securities 

Sales of securities, like purchases, 
should be formally authorized or ap- 
proved in formal minutes of the board 
of directors or of a properly authorized 
investment committee. The treasurer of 
the company or his assistants should as- 
certain that the sales are executed in 
proper form under the corporate seal 
of the company. Also, he should make 
sure that the proceeds from sales are 
duly received and deposited promptly 
into the banking account of the business. 


5. FIXED PROPERTY 
AND OTHER LONG-TERM ASSETS 
(a) Acquisition of Long-Term Assets 

Under the general heading, long-term 
assets, are grouped all the land, build- 
ings, plant machinery, office furniture 
and equipment, delivery equipment, etc., 
of a business plus any so-called intang- 
ible assets such as patent rights or good- 
will which the business may have acquir- 
ed by purchase. 

In some cases the acquisition of a 
long-term asset by a business will repre- 
sent an outlay of a new kind, for ex- 
ample, the purchase or construction of 
a new property or new productive unit 
which the business did not possess be- 
fore and which represents a net addition 
to the physical properties or productive 
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facilities of the business. In other cases 
the acquisition of a long-term asset will 
merely represent the replacement of an 
older long-term asset which has been 
retired by a newer and more modern 
asset of the same sort. 


In the case of a policy decision to 
acquire of construct an entirely new 
plant or factory, the selection of a loca- 
tion may become an important problem 
which is influenced by the following 
factors: 

(i) availability of markets; 

(ii) nearness to raw materials; 

(iii) availability of labour; 

(iv) power; 

(v) climate and physical conditions. 

The procedures by which the manage- 
ment of a business can control the fixed 
property of the business will usually in- 
clude the following: 

(i) A construction expenditure bud- 
get, approved by formal action of 
the board of: directors, showing 
the allocation of funds to cover 
anticipated plant expenditures for 
a definite period — usually a 
year. 

(ii) A system whereby approval in 
advance is required for the actual 
awarding of the contracts cover- 
ing the specific projects contem- 
plated in the construction ex- 
penditure budget. This approval 
may be delegated to different 
levels of authority depending 
upon the size of the proposed 
expenditures. For example, it 
probably is better to give each of 
the department heads in a plant 
a certain budget and to permit 
him to place the purchase con- 
tract for a new item of equip- 
ment, such as a wheelbarrow, on 
his own personal responsibility, 
whereas for the building of a new 
power dam or a new development 
railroad, it would be wise to re- 


quire formal action of the execu- 
tive committee of the board of 
directors in conjunction with the 
general manager. 

(iii) Maintenance of adequate property 
records — in order to make wise 
decisions, it is necessary to have 
the facts readily available. 

(iv) Procedures and printed forms 
governing the initiation of re- 
quests both for new acquisitions 
or for retirements of long-term 
assets. A procedure should be 
laid down for review and con- 
sideration of these requests with 
a view to their rejection, post- 
ponement, or approval and con- 
sequent inclusion in the construc- 
tion expenditure budget. 

(v) A clear-cut policy distinction be- 
tween replacements of entire plant 
units and those expenditures 
which are deemed to be in the 
nature of repairs and mainten- 
ance of existing plant units. 

(vi) Periodical or occasional taking of 
a physical inventory of property, 
plant, and equipment and its com- 
parison with the book records. 
This inventory may be taken by 
an independent appraisor and 
used to determine current replace- 
ment value of the assets for fire 
insurance purposes. 


In many cases, the acquisition of new 
items of equipment coincides with the 
scrapping or other disposal of older 
items of equipment which the new ac- 
quisitions replace. Long-term assets 
presently in use may have to be replaced 
for any of the following types of 
reasons: 


(i) Equipment is worn out — usually 
replacement for this reason will 
occur before the equipment is 
actually out of action. The need 
for replacement will be evidenced 
by the gradually increasing costs 











se 








Control of Assets (Concluded) 


of interruption and of mainten- 
ance. It may be occasioned by 
the increasing hazards of serious 
accidents or dangers of costly in- 
terruptions of service. 

(ii) Present equipment does not have 
sufficient capacity for most effic- 
ient production required by the 
present-day needs of the business. 
This may have reached the point 
where the equipment has been 
rendered obsolete by technological 
advancement and should be scrap- 
ped. Alternatively, the equip- 
ment may still be reasonably use- 
ful for some purposes, but more 
efficient equipment may now be 
available which might produce at 
lower unit costs, having regard to 
the peculiar needs of the business. 


Often the policy decision as to whether 
or not to go ahead and scrap the old 
equipment and instal the new is an ex- 
tremely difficult one to make. It may 
be assisted by a study of comparative 
advantages and disadvantages along the 
following lines: 

Step 1.—Obtain an estimate of the 
complete cost of the proposed installa- 
tion including all costs of putting it 
initially into actual operating condition 
in the proposed location. Obtain also 
an estimate of the net salvage recovery 
expected from the old assets which are 
to be retired. The difference between 
these two figures represents the net cash 
outlay which must be planned for the 
new installation. 

Step 2.—Obtain the best available en- 
gineering estimate of the number of 
years during which the benefits claimed 
for the new expenditure are expected to 
continue. 

Step 3.—Obtain the best estimate avail- 
able of the expected revenue increase or 
cost-saving per year which may be ex- 
pected to arise from the improvement 
in method which the new installation 
will effect. 
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Step 4.—Divide the estimated cost com- 
puted in step 1 by the number of years 
estimated in step 2 in order to ascertain 
the annual contribution to business reven- 
ues which must be received in order to 
pay the net cost of the proposed ex- 
penditure by the end of its service life. 
Step 5.—Estimated net profit per year 
from the proposed expenditure will be 
computed by deducting the annual con- 
tribution required — per the calculation 
in step 4 — from the anticipated annual 
cost-saving or earning as estimated in 
step 3. 

Step 6.—Compare the value of the pro- 
posed improvement as an investment of 
funds with the rate of interest return 
which might be obtained from alterna- 
tive investment of the same funds by 
expressing the estimated net profit for 
the year as a percentage of the cash 
investment required. 

Such a calculation will emphasize in 
a practical way the point that the more 
frequently machines are replaced, the 
more rapidly they must pay for them- 
selves or, stated in other words, that the 
percentage of net profit earned to invest- 
ment in equipment tends to decline as 
the intervals between replacements are 
shortened. 


(b) Custody or Control of 
Long-Term Assets 

Since most of the assets of this type 
are not of a size or kind to become easily 
mislaid and since they usually will be 
in more or less continuous operational 
use, the problem of physical control in 
this sense is not a serious one except in 
unusual cases. The problems of repairs 
and other maintenance are likewise not 
problems in which the specialized skills 
of the accountant are often brought into 
play. 

A separate problem which does de 
serve serious consideration is protection 
of business finances against the most ex- 
treme consequences of risk of destruc- 
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tion of its productive equipment and 
business premises by fire, explosion, 
wind-storm, or other hazards of like 
nature. 


The usual method of protection is the 
purchase of insurance policies. One 
problem is “How much insurance should 
the business carry on a particular prop- 
erty?”” The books of the business may 
not be too helpful in this connection as 
they record how much the assets cost in 
the past, whereas the risk of loss which 
should be covered by the insurance pol- 
icies is the present-day replacement 
values. If your policies contain co-in- 
surance clauses and you fail to keep 
your coverage up to the required per- 
centage of present day replacement 
values, you may be deemed a self-insurer 
for the amount of the deficiency and be 
unable to recover a part of your loss 
in the event of a fire. 


The way to guard against this possi- 
bility is to have periodical appraisals 
made for fire insurance purposes and to 
adjust the coverage to the amounts which 
the appraisals show to be necessary. 


In addition to insurance against the 
dollar value of the actual value of the 
assets destroyed or damaged, it is pos- 
sible to buy protection against the in- 
cidental losses of business revenues oc- 
casioned by a shut-down of the nlant 
when this is caused by a fire or “tii 
similar disaster. There would seem to 
be at least a presumption of gross neg- 
ligence on the part of any management 
which failed to make at least a serious 
investigation of the desirability of plac- 
ing this form of coverage. 


(c) Utilization of Long-Term Assets 

Long-term assets are used to earn the 
revenues of the business. One of the 
really difficult problems here is to de- 
termine how much of the total cost 
which is known becomes an annual cost 
when the term of useful life is unknown 


and cannot be determined by any tech- 
nique other than prophecy. In some 
cases, there is a market price for used 
equipment which may give a rough in- 
dication of rates of obsolescence, as for 
example the market for used cars and 
trucks. In most cases, there are no such 
external indications and the anticipated 
useful life depends upon engineering es- 
timates of physical endurance of the 
equipment as qualified by forecasts of 
the possibilities of future obsolescence 
arising out of the possibility of tech- 
nological improvements which may be 
introduced into the industry or into com- 
petitive industries. 

The allocation of cost of long-term 
assets on an annual basis is at best a 
rough and ready estimation, but it must 
be attempted on some basis even if an 
arbitrary one, if the profits of business 
are not to be overstated by the costs 
of these long-term assets which are used 
up, wear out, or become obsolete in the 
revenue-earning process. 


(d) Disposal or Sale 
of Long-Term Assets 
We have been dealing with businesses 
as going concerns, and by definition, the 
long-term assets are those which are held 
for a period of years in order to assist 
in the earning of business revenues. They 
are replaced or disposed of only when 
their usefulness is at an end. I have 
dealt with the pertinent considerations 
in a general way under the heading “‘ac- 
quisition of long-term assets”, and no 
further comments will be offered under 
this heading. 


Conclusion 

To sum up, here are the major points 
stated in a general way: 
(1) Directors and managers of busi- 
ness are given full control over business 
assets and business operations. 
(2) They have a legal duty to manage 
the assets of business as a trust for the 
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owners of business. They also have ad- 
ditional duties to creditors of business 
and to governments. 
(3) Their duties in regard to the busi- 
ness assets may be summarized in a 
general way as 
(a) a duty to acquire the most ef- 
ficient assets possible for a min- 
imum expenditure; 
(4) a duty to establish adequate cus- 
tody and control and to see that 
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assets acquired by the business 
actually are used for business 
purposes; 

(c) a duty to see that the most ef- 
fective use is made of the assets 
in the interests of maximization 
of business profits; 

(4) a duty to regulate the sale or 
disposal of business assets so that 
the business will receive a maxi- 
mum return therefrom. 


THE INSTITUTE OF CHARTERED ACCOUNTANTS OF SCOTLAND 
New But Oldest 


. the amalgamation this year of 
the three Scottish Chartered Ac- 


countancy bodies, Scottish chartered ac- 
countants were members of one of three 
bodies —- The Society of Accountants 
in Edinburgh (incorporated by Royal 
Charter in 1854), The Institute of Ac- 
countants and Actuaries in Glasgow (in- 
corporated by Royal Charter in 1855), 
The Society of Accountants in Aberdeen 
(incorporated by Royal Charter in 
1867). Now they are all members of 
The Institute of Chartered Accountants 
of Scotland. 

The amalgamation was effected by the 
granting to the Edinburgh Society of a 
supplementary Royal Charter which 
changes the name of that Society to that 
of the new Institute and provides for the 
amalgamation with it of the former 
Glasgow and Aberdeen bodies.  Al- 
though, therefore, the name of the In- 
stitute is a new one, members, who num- 
ber some 5,000 and are to be found in al- 
most every country, can take pride in 
the fact that they are members of the 
oldest body of chartered accountants in 
the world. 

The Institute is managed by a Council 
which will meet alternately in Edin- 
burgh and Glasgow. There will also be 
local committees in these cities and in 


Aberdeen and Dundee and close co-op- 
eration is also to be maintained with 
Scottish chartered accountants in London. 


The principal objects of the amalga- 
mation are generally to enhance still fur- 
ther the standing of Scottish chartered 
accountants (whether in professional 
practice or otherwise) and to strengthen 
the co-ordinated arrangements for the 
education, training by apprenticeship 
and examination of those seeking to 
qualify for admission as chartered ac- 
countants. The members of the new 
Council are as follows:— 


Mr. R. G. Simpson, M.C., (Edinburgh) 

Sir Ian Bolton, Bt., O.B.E., D.L., J.P., 
(Glasgow) 

Mr. John F. Carson, O.B.E. (Mil.), 
V.D., (Glasgow) 

Mr. Charles D. Gairdner, (Glasgow) 

Sir David Allan Hay, K.B.E., (Glasgow) 

Mr. Gordon J. Innes, (Aberdeen) 

Mr. Ian W. MacDonald, M.A., (Glas- 
gow) 

Mr. R. Ian Marshall, B.Com., (Edin- 
burgh) 

Mr. Andrew W. Mudie, (Dundee) 

Mr. Charles R. Munro, (Edinburgh) 
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Letters from Readers 





Toronto, July 13, 1951 
BLANKET FIDELITY BONDS 

Sir: As a subscriber to The Canadian Chart- 
ered Accountant, we were very much in- 
terested in reading Part I of the article en- 
titled “Control of Assets’, by Professor W. 
G. Leonard, F.C.A., of Queen’s University, 
which appeared in the July 1951 issue of 
your publication. 

In this article, on p. 15, Professor Leonard 
refers to fidelity bonds and makes certain 
observations as to conditions which might 
preclude the employer from collecting dis- 
honesty losses from surety companies. 

A careful reading of Professor Leonard's 
remarks leads us to believe that possibly he 
has used as a guide certain forms of fidelity 
bonds which are no longer in general use 
by many leading surety companies. The 
second to last paragraph on p. 15 reads, in 
part, as follows: “Unless the control proced- 
ures are sufficiently good to establish not 
only what has happened but who is respon- 
sible, the contract with the bonding com- 
pany furnishes no protection to the assets 
of the business.” We respectfully take excep- 
tion to this statement. Under the modern 
forms of blanket fidelity bonds in use to-day, 
both in Canada and the United States, all 
that the employer is asked to do is furnish 
the surety company with reasonable evidence 
in support of a loss alleged to have been 
caused by the dishonesty of any one or more 
of the employees bonded. Under such a 
bond, the employer is not required to speci- 
fically name any employee as being the guilty 
party. 

It is our belief that the lecturer has in- 
dicated the desirable business procedure from 
the auditor’s point of view but the actual 
words used might be misunderstood by others 
to infer too strict an attitude by surety com- 
panies. In that respect we believe the pres- 


ent day views of the insurance industry are 

considerably changed from the conditions 

existing previously as are the wordings of all 

present day bonds in general use including 

the excellent and broad types of blanket 
bonds. 

JOHN B. ALEXANDER 

General Manager, 

The Canadian Surety Co. 


Queen’s University, July 20, 1951 
PROFESSOR LEONARD REPLIES 


Sir: I read with interest Mr. Alexander's 
letter dealing with my advocacy of well-de- 
fined control procedures in order to obtain 
the expected benefit from fidelity bond cov- 
erage. 

Clause 5 in the “Blanket Position Bond” 
is headed “Loss Caused by Unidentifiable Em- 
ployees” and reads “If a loss is alleged to 
have been caused by the fraud or dishonesty 
of any one or more of the employees, and 
the insured shall be unable to designate the 
specific employee or employees causing such 
loss, the insured shall nevertheless have the 
benefit of this bond, provided that the evi- 
dence submitted reasonably (in case of inven- 
tory shortage, conclusively) establishes that 
the loss was in fact due to the fraud or dis- 
honesty of one or more of the said em- 
ployees ...” 

My article says that it is mecessary to es- 
tablish “who is responsible” and I am quite 
prepared to amend the wording to read “that 
it is an employee (or employees) of the 
business who is responsible”. I trust that 
this clarification will be satisfactory. 

I am greatly pleased to have this evidence 
that my article evoked reader interest and 
wish to assure Mr. Alexander that the am- 
biguity of wording was unintentional. 

W. G. LBONARD, F.C.A. 
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THE AUDITOR’S REPORT 


Bulletin No. 6 of the Committee on Accounting and 
Auditing Research of the Canadian Institute of Chartered 
Accountants, issued September 1951 





HILE the chartered accountant in 
professional practice may be 
called upon to perform a variety of ser- 
vices, he is most frequently engaged to 
act as auditor of a company, partnership, 
sole proprietorship, or association. The 
primary purpose of such an appointment 
is to obtain from the auditor an expres- 
sion of his independent opinion as to 
whether or not the financial statements 
of the organization exhibit a true and 
correct view of the state of its affairs. 

The Committee has reviewed many 
auditors’ reports appearing in the pub- 
lished financial statements of limited 
companies and has found that there is 
no generally accepted wording for these 
reports. In cases where the auditor must 
qualify his opinion or make a disclaimer 
as to the extent of his examination, dif- 
ferences in wording are to be expected, 
but where no such qualification or dis- 
claimer is required differences in wording 
may confuse the reader. To avoid such 
unnecessary confusion, it appears desir- 
able that a standard form of wording of 
the report should be used, to be modified 
as special circumstances require. 

Later in this bulletin the Committee 
recommends a form of auditor's report 
which it believes conforms to the re- 
quirements of The Companies Act, 1934 
(Canada). Before setting this out, how- 
ever, it would seem desirable to consider 


the meaning of the term “audit’’, the na- 
ture of the report required under The 
Companies Act, 1934, and the extent of 
the examination necessary before an 
opinion can be expressed. 


Audit Defined 


In general, the term “audit” may be 
defined as ‘an examination of an account- 
ing document and of supporting evidence 
for the purpose of reaching an informed 
opinion concerning its propriety”. As 
normally used in connection with finan- 
cial statements the term ‘‘audit’’ may be 
defined as: 

An examination sufficiently compre- 
hensive to justify the expression of 
opinion that financial statements of 
an enterprise do or do not present 
fairly its position at a given date 
and/or the results of its operations 
for a period ended on that date. 


Report under 
The Companies Act, 1934 (Canada)? 
The Companies Act, 1934, requires the 


1 American Institute of Accountants, Ac- 
counting Research Bulletin No. 9. 

2 In referring to the report required under 
the Act it has been assumed that the re 
quirements to be met by the auditor have 
not been extended by special provisions in 
the by-laws of the company nor by the 
terms of the audit engagement. 
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auditor to report on the accounts exam- 
ined by him and the annual balance sheet 
submitted to the shareholders and to state 
whether or not the balance sheet “is 
properly drawn up so as to exhibit a 
true and correct view of the state of the 
company’s affairs”. There are similar 
provisions in the various provincial Com- 
panies Acts and while none of these Acts 
specifically mentions a report by the au- 
ditor upon the annual surplus and profit 
and loss statements, there is a growing 
acceptance of the belief that the auditor 
should include in his report a reference 
to the profit and loss and surplus state- 
ments as well as to the balance sheet, 
and in many instances this reference is 
being included. It is the opinion of the 
Committee that the auditor should ex- 
press in his report his opinion of the 
statements of profit and loss and surplus 
as well as of the balance sheet. 


Scope of Examination 

The definition of an audit set out 
above emphasizes the basic requirement 
that an opinion of an independent ac- 
countant upon financial statements is 
given only after an examination of such 
a nature and scope as will justify the ex- 
pression of an opinion. 

The extent of the examination which 
should be made in order to justify the 
expression of an opinion will vary ac- 
cording to the circumstances and must 
be determined by the auditor having re- 
gard to the circumstances of each par- 
ticular case. The nature of the business, 
the extent of the system of internal con- 
trol, and the reliability of the accounting 
methods, are all factors which have a 
bearing on the scope and nature of the 
examination the auditor must make. 


Extent of Examination 
Must be Determined by Auditor 
In order to express an opinion upon 
the financial statements it is seldom 


necessary or desirable to make a detailed 
examination of every transaction. The 
auditor will review the system of intern- 
al control. Based upon this review the 
auditor may limit his examination of de- 
tailed transactions to such tests as are 
necessary to establish that the system of 
internal control is being carried out as 
designed and to establish the reliability 
of the accounting records. It follows 
that the auditor will be required to ex- 
tend the scope of his examination of 
transactions where there is no internal 
control or where the internal control 
cannot be relied upon. 

Many phases of the examination are 
performed as of the balance sheet date, 
the actual work of the examination be- 
ing performed either before or after that 
date. Some parts of the auditor’s work 
may be carried out as of dates other than 
the balance sheet date. For instance, 
where there is an effective system of in- 
ternal control, it may be useful and con- 
venient in certain cases to perform the 
work on accounts receivable balances and 
inventories as of a date other than the 
year end. 


The Auditor’s Report 


When the auditor has made an exam- 
ination which included all procedures 
which he considered necessary in the cir- 
cumstances and is of the opinion that 
the financial statements ‘‘exhibit a true 
and correct view’ of the financial posi- 
tion of the enterprise at a given date and 
the results of its operations for the period 
ended on that date his opinion will be 
unqualified. 

When the auditor is reporting upon 
the financial statements of a limited com- 
pany incorporated under The Companies 
Act, 1934, (Canada), and is in a posi- 
tion to express an unqualified opinion, 
it is recommended that his report take 
the following form: 
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AUDITOR’S REPORT?* 


To the Shareholders of 
siti iiecsascbiasitaie ta davai veinid Company Limited. 

I have examined the balance sheet NE assistants haere ecesuing’y 
I I nesses icintactinceneina stint encces and the state- 
ments of profit and loss and surplus for the year ended on that date and 
have obtained all the information and explanations I have required. My 
examination included a general review of the accounting procedures and 
such tests of accounting records and other supporting evidence as I con- 
sidered necessary in the circumstances. 

In my opinion the accompanying balance sheet and statements of profit 
and loss and surplus are properly drawn up so as to exhibit a true and 
correct view of the state of the affairs of the company a8 ab .................. Pixs. 
and the results of its operations for the year ended on that date, according 
to the best of my information and the explanations given to me and as 
shown by the books of the company. 


(Sgd.) 


With slight modifications in some 
cases this form may be used in reporting 
upon the financial statements of com- 
panies incorporated under provincial 
statutes, of partnerships, of sole pro- 
prietorships, and of associations. 


Limitations in Examination 


The above form of report will not be 
suitable where the auditor has not made 
as extensive an examination as he con- 
siders necessary to be able to express an 
opinion on the financial statements as a 
whole. In such instances he may state 
that the statements are in accordance with 
the books but he should state that, be- 
cause of the omission of certain pro- 
cedures, he has not been able to form 
an opinion as to whether or not the fi- 
nancial statements as a whole exhibit a 
true and correct view. 

The omission of some normal pro- 
cedures may not, in some cases, prevent 
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the auditor from expressing an opinion 
and if it does not the above form of re- 
port, with suitable qualifications as to the 
procedures omitted, may be used. 


There may be cases where the auditor 
wishes to report some limitation in his 
examination even though he does not 
consider that the procedures omitted 
were necessary to enable him to express 
his opinion, for example, he may wish to 
state in his report that he did not make 
a detailed audit of all transactions. While 
the Committee does not believe such ad- 
ditional comment is necessary there can 
be no objection to its inclusion, pro- 
vided the comment is so worded that it 
is clear that the omission of the indicated 
procedure does not qualify the general 
statement as to the adequacy of the ex- 
amination. 


2 Ie may be thought desirable to state also 
the statute under which the audit has been 
conducted. 
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Basic Audit Case, by Harvey G. Meyer, 
M.A., C.P.A.; published by Prentice- 
Hall, Inc. (New York) 1951; pp. 225; 
price $3.75 U.S. 


This ‘“‘Audit Case” has been prepared 
for the use of university students, and is 
short enough for completion in one term. 
Emphasis is placed on the audit program, 
rather than the details of audit procedure. 
The case provides that the student will 
prepare working papers and the audit 
report. The previous year's working 
papers and report are included in the 
text, and should prove interesting and 
valuable to students who are not familiar 
with a complete set of working papers. 
The book also includes a number of short 
problems. 


Aside from the use to which the book 
can be put by universities, as indicated 
above, this basic audit program for bal- 
ance sheet items should prove of use 
both to students and practising account- 
ants. Whilst it is not a substitute for 
present balance sheet manuals that are 
in use in the larger firms, it would pro- 
vide a good starting point for a firm 
embarking upon the use of a new one, 
and a good list with which to check on 
audit procedures where the program is 
in a process of development. For stud- 
ents working in the smaller offices, where 
it is not customary to prepare formal 
programs, familiarization with one 
through such a medium as this would 
most certainly be valuable. 

The working papers, themselves, while 
perhaps a little more detailed than would 
be found in practice, would form very 
good reference material and guide to the 
student. 


Generally, the book appears to be very 
well prepared and thought out, and the 
procedures and comments sound. 

GEOFFREY H. WARD, C.A. 
Toronto, Ontario 


Principles of Accounting, Intermediate 
(4th ed.), by H. A. Finney and Herbert 
E. Miller; published by Prentice-Hall, 
Inc. (New York) 1951; pp. 953 and 
index; price $7.65 U.S. 

For a book of 975 pages (3rd ed. 
1946, 873 pages) the subjects covered 
are not numerous. There is a short re- 
view of bookkeeping, three chapters on 
end-of-period procedures, a chapter on 
corrections of profits of prior periods, 
and several on accounting statements and 
their analysis. There are three chapters 
on corporations, twelve chapters on the 
various balance sheet items, a chapter on 
the determination of net income and the 
final chapter on the statement of applica- 
tion of funds. A reduction of two 
chapters from the earlier edition is the 
result of eliminating two chapters on 
partnership, one on interest and annuities, 
and the addition of the opening chapter 
on bookkeeping. 

The emphasis throughout is on corpor- 
ation accounting and Canadian students 
will have to add their own statutory re- 
quirements and will not be familiar with 
the many references to American Institute 
Bulletins. Naturally enough the authors 
make no use of the Canadian Institute 
Bulletins and do not draw comparisons 
with the requirements of the Canadian 
Companies Act. The international use- 
fulness of texts is likely to decrease be- 


108 











Recent Books 


cause of the growing importance of gov- 
ernmental regulations and statutes and 
the pronouncements of professional bod- 
ies. These are national in character and 
the references in this text as in most 
other recent ones are numerous and lim- 
ited to those of the authors’ own country. 

The chief criticism of the book is for 
a feature which teachers and students 
alike are apt to praise as its greatest 
asset. It is that the authors make no 
assumption of ability in the reader and 
painstakingly take him by the hand 
through example after example, not 
merely indicating points of differences 
in methods but working them through 
in detail using full size illustrations. On 
pp. 40-41 a two page 10-column working 
paper duplicates the information on pp. 
38-39 except for two columns which 
illustrate the capital accounts of two 
partners as compared with one column 
for the capital account of one proprietor. 
An alternative method of preparing the 
working papers of a manufacturing busi- 
ness shown on pp. 46-47 is to prepare 
working papers for each statement separ- 
ately carrying forward the totals from 
the preceding statement. The explana- 
tion of this simple alternative is given 
in a following chapter and covers six 
pages. The basis of illustration for 20 
pages on comparative statements in chap- 
ter 7 is the statements of one company 
which cover three and a half pages and 
show the balance sheets for four years 
and the operating statements for three 
years. Page 205 is devoted to working 
operating ratios which differ from those 
on the preceding page only because they 
are less than unity. From the foregoing 
it is apparent where the book gets its 
length (aside from 300 pages of as- 
signment material) and one realizes the 
prodigious efforts of the authors to make 
the coverage complete and realistic. The 
disadvantage of such an approach to 
writing is the cost and the weight of 
the volume produced. 
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The book is the middle one of a series 
of three and the authors had to decide 
what overlapping was necessary between 
the introductory and advanced so that 
each text could be used independently 
of the others. Chapter 1 and much of 
chapters 2 and 3 repeat work covered 
in the introductory book and the chapters 
on the corporation and the statement 
items are extensions of work covered 
earlier. The advanced book also includes 
a certain amount of duplication; how- 
ever, it is inevitable in order to achieve 
the independence required in each book 
as well as to introduce more advanced 
discussions of certain subjects. The 
changes in content made in this edition 
of the intermediate require a new edi- 
tion of the advanced which is already 
planned. 

On p. 4 the authors seem to be waver- 
ing about including the time-honoured 
textbook distinction between real, nom- 
inal, and mixed accounts but unfortunate- 
ly decide to continue it. Another un- 
necessary term “Auxiliary accounts” is 
referred to on the same page as an ac- 
count “closely related to another (major 
or principal) account”. 


On p. 134, after quoting extensively 
from the American Institute Bulletins 
dealing with statement classifications, the 
authors agree with the recommendations 
and surprisingly state that the old con- 
cepts used in the chapters up to that 
point are outmoded and will be replaced 
by the new from then on. This is apt 
to shock a few students but is most re- 
freshing. It comes a little late in the 
book for Canadian students who find 
“Deferred charges” among the “Balance 
Sheet” classifications on p. 29 and no 
mention of ‘Prepaid Expenses” with 
which they have long been familiar and 
which is not considered synonymous 
therewith. 


Although the book teems with ex- 
amples, there are also very good parts 
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devoted to accounting theory. Alterna- 
tive opinions are given and where con- 
flicts are still unsettled the authors often 
do not take sides. Chapter 6 on ac- 
counting statements is extremely meaty 
and interesting. One problem which 
faces Canadian authors is settled on p. 
237 as follows: “The term ‘capital sur- 
plus’ will not be used in this text’. 

The book is beautifully written and 
printed. It is obvious that the well pol- 
ished third edition was examined line 
by line and every possible refinement 
added. The revision has made a good 
book better and wherever the authors 
appear to be leaning over backwards to 
help the weaker students, the good stud- 
ents can play leapfrog with no ill effects. 

F. H. Buck, B.Com., C.A. 
Toronto, Ontario 
Note: A Canadian supplement to the third 
edition of this book has just been 
published and will be reviewed in a 

later issue. 


The Successful Practice of Accountancy, 
by Paul E. Bacas; published by Prentice 
Hall Inc. (New York); pp. 441 and 
index; price $5.35 

This, a first edition, has a mew ap- 
proach aptly described by the publisher 
as “totally different from any book on 
accounting you have ever seen because 
it takes you as far as you want to go in 
your profession”. 


The title may be a bit misleading as 
to content, as the book could almost 
serve as a text book or a manual for the 
young accountant who may be contem- 
plating establishing himself in practice 
either alone or in partnership with others. 
It covers a wide variety of factors to be 
considered in arriving at a decision and 
also many of the problems with which 





the practising accountant is confronted 
and offers constructive suggestions as to 
how they may best be approached. 

It is a very readable work in which the 
author covers such features as the approp- 
riate choice of location — whether in a 
large or a smaller community — import- 
ant considerations in selecting and train- 
ing an audit staff, the obtaining and re- 
taining of clients, the fixing of fees and, 
in general, the conduct of audits or in- 
vestigations and preparation of reports. 
He also makes suitable reference to such 
matters as professional ethics, public re- 
lations, specialization in taxation and 
other branches of accounting as well as 
other interesting features. To illustrate 
his various points he cites many bene- 
ficial, as well as unwise, practices drawn 
from his own personal experiences or 
those of his acquaintances. 

While it would seem to be his inten- 
tion that this work be used mainly by 
the younger accountant as a helpful 
guide, many parts of it will be of in- 
terest to the more experienced as well. 

Like many other books on accounting 


it is a bit lengthy and there is a tendency 
towards repetition and possibly an excess 


_of obvious illustrations. 


On the other hand it covers such a 
variety of intimate experiences which 
arise continually in our day-to-day prac- 
tice that it should be found most useful 
for reference purposes and be a valuable 
addition to any accountant'’s library. 


In reading this book the Canadian ac- 
countant should appreciate that it refers 
essentially to accounting in the United 
States and that, in certain aspects, prac- 
tices and procedures in that country may 
differ, in slight degree, from those ad- 
opted in Canada. 

J. A. DELALANNE 
Montreal, Quebec 








Collection Practices 
And Customer Attitudes 





By W. L. Child, C.A. 


How to educate the customer 
to pay promptly is the collection manager’s problem 





DAY we are said to live in a credit 

economy, or credit world, in a busi- 
ness system pervaded by the power called 
credit. As pointed out by Professor C. W. 
Phelps in his book “Retail Credit Funda- 
mentals”, we are used to hearing modern 
life spoken of as a machine civilization, 
the power age, industrial society, capital- 
istic and socialistic cultures, and so on. 
Each of these phrases is an attempt to 
differentiate our present society from the 
preceding civilization or epochs by nam- 
ing it after some outstanding character- 
istic. With the growth of this credit 
economy a new branch of management 
has come into existence in commercial 
organizations: namely, credit manage- 
ment, and again, as the system developed 
in complexity the work of credit manage- 
ment has become more skilled and 
specialized. 

In broad terms the functions of credit 
management today can be said to be 
threefold: first, the securing of new busi- 
ness; second, the control of credit; and 
third, the collection of debts after the 
termination of the credit period. Here 
I shall deal only with this latter func- 
tion, the collection of debts, and in par- 
ticular as related to utility companies. 


I shall outline the fundamental policies 
and practices in use applicable to service 
accounts from the time the bill is ren- 
dered to ultimate payment or the cutting 
off of the service, and indicate the cus- 
tomer attitude towards various types of 
collection notices commonly used in the 
industry. 


New Ideas 


In the early part of last year the joint 
AGA-EEI Collection Committee under- 
took a similar task and Mr. L. R. Quad 
of the Public Service Electric and Gas 
Company, in an address before the Na- 
tional Conference of Electric and Gas 
Utility Accountants, reported on the work 
of that committee as follows: 


In the continued work of the Collection 
Committee many new angles and ideas 
have been developed in past years and we 
are sure that the work of the committee 
will continue to include practices, proced- 
ure and policies which will be of interest 
to the industry. The committee thought 
it would be of interest to review within the 
industry some basic collection practices. 

Fifteen representative companies cover- 
ing the operation of collection departments 
from coast to coast were asked to submit 
their practices. All of these companies 


An address to the Accounting Section of the Canadian Electrical Association, Montreal, May 1951 
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responded and the basic operations of their 
collection departments have been reviewed 
by the committee with a great deal of in- 
terest. It was found that fundamental 
practices do not differ greatly. The prim- 
ary difference which existed in the opera- 
tions seemed to lie in the amount of col- 
lection treatment given. This, of course, 
is largely dependent upon the collection 
policy of the individual company. 

After considerable discussion and con- 
centrated effort on the part of your com- 
mittee to reduce the collection practice 
of fifteen companies to one basic practice, 
the attempt was abandoned. The “boil- 
ing down” process resulted only in a con- 
glomerate picture which was in effect more 
confusing than enlightening. It was pro- 
posed therefore that the practice of one 
representative company be selected in order 
that you may obtain as much information 
as possible of a helpful nature. 

For precisely the same reason I shall 
be forced to lean heavily upon the policy 
and practice followed by the company 
which I represent. These we consider 
are suitable to our own type of local 
conditions but I would not dare to sub- 
mit that they would be as applicable to 
all types of territories served. 


Educate the Customer 


The prime objective of successful col- 
lection should be to educate the consumer 
to pay promptly, because if this is done 
it not only gets the money from the 
consumer, but also achieves three great 
benefits. These benefits are to the com- 
pany, the consumer, and the credit man- 
agement. The advantage to the company 
is that in educating consumers to pay 
promptly it reduces the cost of doing 
business by eliminating the expenses and 
losses arising from slow payment. The 
consumer benefits from being educated 
to pay promptly because this habit keeps 
him in a sound financial condition, pre- 
vents worry, makes him a better worker 
and a happier individual. The credit 
management benefits in that it gives the 
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management the opportunity to make the 
finest possible contribution to the lives 
of these people. It is this opportunity 
to play a definite part in the building 
and strengthening the character and 
moral fabric of the public at large that 
raises the role of credit management 
from that of a common job. 


The National Cash Register Company 
gives the following reasons for educat- 
ing customers or consumers to pay 
promptly: 

1. Customers usually are better able 

to pay when the account is new. 

2. Customers who understand that a 
company expects its money at the 
time agreed upon have more re- 
spect for the company, especially 
when they know the company 
plays no favourites. 

3. Collection is more difficult and the 
expense increases with the age of 
the account. 

4. The company is entitled to the 
money paid on the service rendered 
and its profit. 

5. Remember — “Money tied up 
earns no interest’’. 

These points were not listed necessar- 
ily with a utility company in mind, but, 
nevertheless, I think they are approp- 
riate. 


Selling the Idea 


“Collection is fundamentally a matter 
of salesmanship: selling the consumer 
on the idea of paying promptly.’’? It is 
not salesmanship in the sense of let- 
ting some pay as they please, name 
their own terms, or be granted conces- 
sions. There are, however, exceptions 
to all rules and cases do arise where 
consideration should be given. These 
cases must be judged on their own 
merits. The granting of special terms 


1 “Retail Credit Fundamentals”, by C. W. 
Phelps, Professor of Economics, Univ. of 
Southern California. 
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and allowances to irate consumers by 
way of appeasement, in my opinion, 
is a very dangerous practice and tempt- 
ing as it may appear must be strictly 
guarded against at all times. Such a 
policy, of course, is discriminatory, may 
have a damaging effect on the good- 
will relations between company and 
consumer, and is contrary to the prime 
objective of successful collection: 
namely, the educating of the consumer 
to pay promptly. 

The first step toward achieving this 
prime objective is to have a definite 
collection policy. In the case of a util- 
ity company it is clear cut, since the 
policy is laid down normally by its 
governing regulatory board. In the 
case of the company which I represent, 
electric accounts are rendered bi-mon- 
thly and payable “net” 10 days there- 
after. The “gross” bill is payable 30 
days after being rendered or 20 days 
after the discount or net period has ex- 
pired. An exception to the bi-monthly 
billing procedure is certain large con- 
sumers, such as, government installa- 
tions, industrial accounts, theatres, etc. 
These accounts are billed monthly, but 
the same terms are applicable. The 
cycle billing procedure is followed for 
the general consumer accounts while 
the excepted large consumers are billed 
on the first of each month. I think 
the terms of payment are fairly well 
general throughout the industry, al- 
though a large percentage of companies 
do bill on a monthly rather than bi- 
monthly basis. 


Personalized Contacts 

Now at this stage we might explore 
what procedures are followed in order 
to carry out and aid the objective of 
endeavouring to educate the consumer 
to pay promptly. In our company we 
attempt to personalize our contact with 
the consumer through the use of the 
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Mr. W. L. Child, C.A. was ad- 
mitted to the Quebec Institute in 
1940. He served overseas in the 
Army for five years and in 1946 
joined the staff of George A. 
Touche & Co. in Montreal. In 
1950 he was admitted to the 
Nova Scotia Institute. At present 
he is treasurer of the Nova 
Scotia Light and Power Co., 
Halifax. 


“Reddy Kilowatt” personality. | He 
is our real contact man — he does all 
the talking for the company over the 
radio, through the medium of the 
newspapers, window and store displays, 
on our bills, disconnection notices, and 
recently we put him on our cheques; 
not that we are anxious to sell our 
creditors too, but we are conscious that 
a goodly proportion of our creditors 
are also our consumers, and therefore 
the medium affords just another out- 
let of reaching the public at large, and 
a cheap one at that. 

“Reddy Kilowatt” is characterized 
as the smiling mighty atom who goes 
into every home and does the wash- 
ing, cooking, cleaning, provides the light- 
ing, the radio, the refrigerator, etc., all 
with the theme that you are his boss, 
he is your servant, and again of course, 
his services are the cheapest and most 
efficient on the user’s list. It is a fea- 
ture that has been granted a design 
patent by the United States govern- 
ment and also protected in Canada. It 
cannot be used by other industries, such 
as telephone, water, etc. It is unique 
in that it converts the technical and 
little understood electric bill into a 
bill for servant’s wages after he has 
worked long hours at a low rate of 
pay and every consumer knows that a 
servant must be paid his wages regu- 
larly and on time. Here is what “Red- 
dy Kilowatt” has to say at present on 
our bills. 
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Of all the bills you are asked to pay 
There’s none more fair than this, 
It covers good service night and day 
At a cost you will scarcely miss. 
REDDY KILLOWATT 
Your Electric Servant 
The verses are changed from time to 
time with each new printing of bills 
and the messages through their vari- 
ous mediums do have effect. 


Discounts 


A further step in the inducement 
of prompt payment is the discount fea- 
ture granted with payment within the 
10-day period after the bill has been 
rendered. Actually, I was much sur- 
prised to have my eyes opened a year 
and a half ago when I became associ- 
ated with the industry to find that it is 
not a discount earned at all but actual- 
ly the savings of a penalty. In our 
case, and again I presume it to be gen- 
eral utility practice, the net bill is act- 
ually the consumption computed at es- 
tablished rates and the gross amount 
is determined by adding 10% to the 
net charge. The reason for the mis- 
nomer term “discount’’ instead of “‘penal- 
ty” I presume is part of a good consumer 
relations policy; the thought of being 
able to take advantage of a discount 
rather than the incurrence of a penalty, 
no doubt, has more appeal. However, 
the inducement for prompt payment by 
this so-called discount feature is un- 
doubtedly one of the strongest offered, 
for it hits directly at the pocket book 
and every effort should be made to 
exploit it. The consumer should be 
encouraged in every respect to take ad- 
vantage of the savings but the ap- 
proach must be subtle in character. 
The consumer may well be kept in ig- 
norance of the actual due date of the 
bill by thus making no reference to 
the gross payment date on the bill, and 
still further, by reference to only the 
expiry discount date may be led to be- 
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lieve that it is the real due date. Not 
all companies have the discount or pen- 
alty feature in their rate structures and 
it is assumed, with some reason, that 
companies without such provision to 
give incentive for prompt payment 
would experience a more difficult col- 
lection situation. 


Budget Payments 


Another inducement for prompt 
payment used by some companies is 
the offering of a budget plan payment 
method. This plan actually started as 
a convenience extended to some con- 
sumers who through force of circum- 
stances were forced to operate on 
limited incomes. It dates back as far 
as 1936 when a few of these consum- 
ers who were having a hard time keep- 
ing their accounts paid were allowed 
to pay on an average monthly basis. It 
worked well and proved to be such a 
convenience that out of it the plan 
grew with little advertising or selling. 
One of the principal incentives to the 
consumer offered by this plan is that 
he will not lose any discounts provid- 
ing the monthly or bi-monthly pay- 
ments are made. Experience has 
proved that through the plan many 
who had previously been delinquent 
year after year, under the plan became 
reversed to enjoy instead credit bal- 
ances in their accounts. 


The principle of the plan is that an 
average monthly or bi-monthly ac- 
count is arrived at by averaging the 
accounts for a period of one or two 
years. The average figure determined 
is then brought up to even dollars and 
this is the regular fixed monthly or 
bi-monthly charge that the consumer is 
asked to pay each period. The bud- 
get year begins in the spring, so that 
the consumer builds up a credit in or- 
der to take care of his winter's heating 
requirements. Special cases are re- 
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viewed during the year and the peri- 
odical payment adjusted up or down 
as necessary but a complete review of 
the budget payments is made every 
spring. 

The plan has several good features 
apart from the point of stimulating 
collections. The accounting cost of 
operation is not too burdensome, and 
to a large extent is offset by the interest 
earned to the company on the credit 
balances. In addition, producer and 
consumer relations are maintained on a 
high level. The plan is popular. This 
is proved by a recent report of The 
Canadian Western Natural Gas Com- 
pany which has the plan in force and 
states that out of 2,500 consumers pre- 
sently taking advantage of the plan 
they can be assured of an increase of 
from 200 to 300 consumers per year. 


Bank Payment Plan 


A further persuasion to prompt pay- 
ment is the bank payment plan. Here, 
by signing a standard form, the con- 
sumer instructs the company to send 
his bills to his banker for settlement 
and authorizes the amount to be 
charged against his personal account. 
This method hits at the consumer who 
is delinquent through sheer neglect of 
his obligation to pay rather than for 
financial reasons. The plan is a good 
one and does much to improve con- 
sumer relationships without adding any 
particular burden to the work of the 
company. I find it difficult to under- 
stand why it is not sponsored more 
publicly by companies. 

Amongst other forms of collection 
might be mentioned what could be 
termed the “Travelling Cashier” ser- 
vice employed by the Public Service 
Electric and Gas Company of New Jer- 
sey. This service consists simply of a 
large staff of field collectors engaged 
in collection follow-up work. The 
service is undeniably convenient to 


many consumers but also has been 
found to be very expensive to the com- 
pany. Again there are the “drive in” 
pay stations such as provided by the 
East Ohio Gas Company and the “rov- 
ing cashier service’ provided by the 
Consolidated Edison Company of New 
York. This latter service is in the 
form of a bus converted into a rolling 
cashier’s cage, which travels on an an- 
nounced schedule from one neighbor- 
hood to another. Both these services 
undoubtedly have merit when applied 
to the special characteristics of the 
areas serviced. 


Rural collections can be greatly im- 
proved by the wide use of collection 
agencies, such as banks, post offices, 
and general country stores. These 
agencies can be extended almost un- 
limitedly serving as greater conveni- 
ence to the customer with little addi- 
tional cost, if any, to the company 
when collections are paid on a flat 
rate commission basis per account. 


Reminder Notices 


As I previously mentioned, in the 
company which I represent bills be- 
come due and payable at the gross 
amount 30 days after the date ren- 
dered, or 20 days after the expiry of 
the discount date. As this due date 
approaches, it is the practice of some 
companies to send out reminder no- 
tices. The notice may be in the form 
of a simple card enclosed in an en- 
velope, and more elaborately it may be 
an envelope arrangement design hav- 
ing the inside of the envelope flap con- 
taining the reminder message and with 
a perforation line on the flap which 
can be torn off leaving a self-addressed 
envelope to the company for the cus- 
tomer's convenience in making his re- 
mittance. 

This type of friendly reminder plea, 
in my opinion, serves more to protect 
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the company from the claims of the 
irate type of consumer who, when he 
receives the ultimate cut-out notice 
threat, insists that the company ne- 
glected to render him a bill in the 
first instance, rather than to serve as a 
forceful medium of collection. It is 
doubtful whether the costs involved in 
sending out the reminders warrant the 
monetary return. However, I would 
not venture to be conclusive on the 
point, the type of consumers served 
would have to be given careful consid- 
eration. 


A Friendly Warning 
Again, in our company, we are em- 
powered to discontinue a consumer's 
service after the bill has been outstand- 
ing and unpaid for.a period of 40 days 
after date rendered or 10 days after it 
becomes due and payable. Our prac- 
tice is to omit the friendly reminder 
notice step, but when the account 
reaches the disconnection date we send 
the consumer a cut-out notice, threat- 
ening disconnection of service, and ex- 
tending the period of payment for a 
further five days in order to allow the 
consumer to make settlement. Here, 
again, we use the services of “Reddy 
Kilowatt” in our request for payment. 
The notice reads as follows: 
Dear Boss: 

I haven't received my pay. I've been 
working long hours at low wages, full- 
time, day and night, as your servant, but 
for some reason you've overlooked sending 
my wages. The amount that you owe is 
written over at the right-hand side. 

I cannot continue to work without my 
pay and, unless you make satisfactory set- 
tlement by the time shown, I will have to 
consider myself “fired”. That means they 
will “disconnect” me and that will be 
disagreeable to both of us, but I know 
you don’t want that to happen . . . and 
I don’t either . . . so won't you please 
pay promptly. 

Your electric servant, 
REDDY KILOWATT 
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By the use of the “Reddy Kilowatt” 
personality the company is able to talk 
to the consumer in an off-hand manner 
and say things which normally could 
not be said by the company. Some 
consumers, I must confess, consider 
this notice from “Reddy” as a sort of 
joke, but on the other hand others have 
thanked us for the genial manner in 
which we have brought the account to 
attention. 


Calling in the Collector 

In order to allow time for payments 
to come in from our collection agents 
the cut-out notices are not checked for 
payment until three days after the ex- 
piration of the dead-line date. At that 
time the unpaid accounts are handed 
to collectors for further action. These 
men then visit the premises of the de- 
linquent consumer but before discon- 
necting the service endeavour to obtain 
payment, or at least as a last resort, 
an agreement to pay which is accept- 
able to the company. However, once 
disconnected, the service cannot be re- 
stored until the account is paid in full. 
In actual practice, it is not customary 
to disconnect service where there is 
sickness, death, or some such serious 
household disturbance. In cases where 
a consumer is disconnected for non- 
payment more than once in twelve 
months, a charge of one dollar is made 
for the second and each subsequent re- 
connection. In some companies it is 
not the policy to discontinue service 
on a Friday or a day preceding a holi- 
day unless exceptional conditions in the 
judgment of the management warrants 
such action. This is done in an effort 
to avoid unnecessary delay in the re- 
storing of a consumer’s service should 
the payment be received. 


Continuous Review 


I do not consider our system of col- 
lection to be perfect. As a matter of 
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fact perfection in any system never 
remains static. Collection systems, 
like most other systems, continually 
must be undergoing review and te- 
vision in order to meet the require- 
ments of changing times and condi- 
tions and becoming ever more popu- 
lar as an agent is the use of the tele- 
phone. It is cheap and effective where 
facilities are available to reach the con- 
sumer. Once an account approaches 
the cut-out notice stage we are grad- 
ually instituting the procedure of mak- 
ing the friendly telephone reminder 
call. The results are proving favour- 
able and do seem to have an appeal to 
the consumer who rather prefers to 
have an account drawn to his attention 
in this informal manner than by means 
of the more formal notice method. 
There is a certain applied psychology 
in the approach, many people object 
to seeing their name in print on an 
official form of any type associated 
with a past due debt—print tinges of 
permanency and record, whereas the 
verbal contact by virtue of its contrast 
is quite acceptable. 

It is interesting to note the general 
reaction of consumers to bills. From 
a recent investigation of a group of 
1,257 of our consumer accounts, it 
was found that 103 or 12% required 
cut-out reminder notices. Of this 
group 60 paid within the 5-day period 
allowed by the notice and the balance 
or 43 paid their accounts to our collec- 
tors. Fortunately, in this group we 
suffered no bad debt losses, but such 
is not always the case, I regret to say. 


Consumer Deposits 

Although it may not be considered 
directly as coming under the heading 
of collection practices, the subject of 
consumer security deposits is so closely 
allied that I think a few sentences in 
this connection may be fitting. Over 
the past year whenever the opportunity 
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presented itself I have made enquiries 
of other companies with a view to find- 
ing out what may be considered stan- 
dard practice in this regard in the in- 
dustry. From what I have been able 
to glean, the practice of insisting on 
deposits from commercial and indus- 
trial accounts is standard, but the pro- 
cedure with respect to new domestic ac- 
counts is very much at variance. I doubt 
whether any set standard can be es 
tablished, for the problems involved 
are different with each company and 
directly related to the type of territory 
served. However, I do think for the 
sake of good consumer relationships it 
is as equally imperative that each com- 
pany has a clearly defined policy in this 
respect as it is essential for each com- 
pany to have a definite collection 
policy. The insistence of a deposit from 
one consumer while not demanding 
one from another without logical rea- 
son acceptable to both types of con- 
sumers is a dangerous course to pursue. 
The same is applicable to the reverse 
procedure of making deposit refunds 
to continuing consumers. Consumers 
do have contact with one another and 
the one who has been required to post 
a deposit is offended readily when he 
finds the same was not required of his 
neighbour, unless the company can ad- 
vance good reason for the action. 
Similarly serious trouble can be caused 
in making refunds of deposits. In 
other words, I would suggest that a 
middle course between insisting on 
security deposits from all consumers 
and of not requiring any is a perilous 
one and should be approached with 
caution. 


Two Essentials 
In conclusion, I would repeat, the 
two common essentials to all successful 
collection practices are, firstly, the aim 
of the primary object of endeavouring 
to educate the consumer to pay prompt- 
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ly and, secondly, the necessity of a 
definite and clearly defined collection 
policy from which there must be no 
deviation. From here, in this industry, 
a practice cannot possibly be outlined 
to meet the requirements of all com- 
panies. Each company must work out 
its own formula to suit the needs of 
the type of consumers within the areas 
it serves. Seldom will two collection 
treatments be identical although they 
may be similar in many respects and 
always basic in principle. The more 


Professional Notes 





BRITISH COLUMBIA 
Mr. Robert McDougall, C.A. has opened 
an office for the practice of his profession at 
Ste. 3, Van Houten Bldg., 16 Commercial 
St., Nanaimo. 


MANITOBA 


Riddell, Stead, Graham & Hutchison, 
Chartered Accountants, announce the admis- 
sion to partnership in their Winnipeg office 
of Mr. Eric N. Wright, C.A. 


NEW BRUNSWICK 


Mr. J. K. Logan, C.A., announces the open- 
ing of an office for the practice of his pro- 
fession at 668 Dunn Ave., West Saint John. 


NOVA SCOTIA 
Nova Scotia Students Association 


The Maritime Convention of the Stu- 
dents Association of the Institute of Chart- 
ered Accountants of Nova Scotia was held 
on June 21 in Halifax. A number of lec- 
tures were given by various members of the 
profession and the convention was concluded 
by a banquet and dance at the Med-O Club. 
Alan Butler, Jr. was chairman. 


ONTARIO 


Armstrong, MacLaren & Co., Chartered 
Accountants, announce the opening of their 


thought, planning, and careful consid- 
eration which are given to the formu- 
lation of the proper practice required 
to suit the individual needs, the more 
will be the reward, but not only to the 
company but also in service to the 
country at large and the people in par- 
ticular, by making them happier and 
better citizens. This makes the role 
of a collection department one always 
worthy of our constant and earnest 
endeavours toward perfection. 


new office building at 43 Collier St., Barrie. 
4 # * 

Stern, Sanders & Co., Chartered Account- 
ants, announce the removal of their of- 
fices to 667 Yonge St., Toronto. 

+ + * 

Mr. Geoffrey H. Ward, C.A., announces 
the opening of an office for the practice of 
his profession at 28 Duke St., Toronto. 

& ¥ * 

Thorne, Mulholland, Howson & McPher- 
son, Chartered Accountants, announce the 
admission to partnership in their Toronto 
office of Messrs. E. P. Hudson, C.A., L. W. 
Trumble, C.A., G. R. Ferguson, C.A., T. M. 
Chase, C.A. Mr. J. L. Caskey, C.A. has been 
admitted to partnership in their Galt office 
and Messrs. W. D. Caskey, C.A., H. F. Cum- 
ming, C.A., and C. H. Spry, C.A. have been 
admitted to partnership in their Kitchener 
office. 

* * + 
Chartered Accountants Club of Ottawa 
Students Branch 


The Students Branch, Chartered Account- 
ants Club of Ottawa, held their annual meet- 
ing on Friday, June 22, 1951. This meeting 
took the form of a combined golf tourna- 
ment and supper meeting. The reports of the 
president and treasurer were distributed to 
the members. The following executive was 
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elected to hold office until May 31, 1952: 
past president, A. G. Holley; president, S. C. 
Bateman; vice-president, E. Ouellette; secre- 
tary, M. J. Stotesbury; treasurer, J. R. Giles; 
committee members, R. Rourke, S. P. Kirby, 
J. C. Grant, S. Aisenberg. 


QUEBEC 
Quebec City Committee 

The Quebec City Committee of the Insti- 
tute of Chartered Accountants of Quebec an- 
nounces that the following officers were elected 
for the year 1951-52 at the sixteenth annual 
meeting of the committee held at the Manoir 
St-Castin, Lac Beauport, on June 2, 1951: 
president, Marius Laliberté, C.A.; vice-presi- 
dent, Maurice De Coster, C.A.; secretary, 
Roger H. Stanton, C.A. The following are 
directors: Dollard Huot, C.A. (past presi- 
dent), J. Paul Bolduc, C.A., Antoine Chabot, 


News of Our Members 





Mr. G. M. Hall, C.A. (Ont.), has been 
appointed comptroller of Stromberg-Carlson 
Co. Ltd., Toronto. 

> . : 

Mr. A. V. Harris, C.A. (Que.), R.LA., 
was elected president of the Society of In- 
dustrial and Cost Accountants of Canada for 
1951-52 at the 30th annual Cost and Man- 
agement Conference at Ste. Adele, Que. 


* * * 


Mr. J. A. de Lalanne, C.A. (Que.), C.B.E., 
M.C. (with Bar), has been appointed to the 
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C.A., Jean-Paul Gagnon, C.A., Omer Pouliot, 
C.A. Jean La Tour, C.A. is auditor. 

The meeting was followed by a dinner at 
which the guests of honour were Messrs. 
David Robillard, C.A., president of the Que- 
bec Section of l’Association des Licenciés de 
l’Ecole des Hautes Etudes Commerciales, 
Henri Giroux, C.G.A., president of the Que- 
bec Section of the General Accountants Asso- 
ciation, Guy A. Paquet, L.S.C., president of 
l'Association des Licenciés en sciences com- 
merciales de Laval, Omer Couture, C.G.A., 
R.A. president of the Quebec Branch of 
La Société des Comptables en Administration 
Industrielle. 

* * ¢& 

Stevenson, Walker, Knowles & Co., Chart- 
ered Accountants, Bank of Nova Scotia Bldg., 
Montreal, announce the admission to partner- 
ship of Mr. J. Arthur Madill, C.A. 


Montreal Advisory Board of the Chartered 
Trust Company. 


The officers elected at the annual meeting 
of the Vancouver Chapter of the Institute of 
Internal Auditors include five chartered ac- 
countants; all of whom are members of the 
B.C. Institute. John A. Campbell, C.A. was 
elected vice-president and Norman M. Crute, 
C.A. treasurer. Hugh R. Horne, C.A., J. 
Stuart Lang, C.A., and William F. Martin, 
C.A. are governors of the chapter. 














The Students’ Department 


J. E. Smyth, C.A., Editor 





NOTES AND COMMENTS 


a income result from a barter 
transaction such as the exchange 
of eggs for sugar?” This question, at 
the end of a chapter on the theory of 
income measurement in Smails’ Account- 
ing Principles and Practice has recently 
excited our interest. We wonder how 
many marks Professor Smails would give 
us for the opinion stated below. 

The main point we would make is 
that income — the difference between 
revenues and expenses — should be sub- 
jected to a “‘cash” test at some stage be- 
fore it is recognized. We are not try- 
ing to say that income must have been 
realized in cash by the time it is recog- 
nized. In point of fact revenues may be 
partly measured by receivables as well 
as by cash, and the expenses may not all 
have been paid for. But behind each 
of the transactions, the effects of which 
are brought together for the measure- 
ment of income, there is a contract; and 
the contract names a price in dollars. 


Our view is that when eggs are ex- 
changed for sugar, the ‘‘value’” of the 
sugar received must be taken as being 
equal to the cost of the eggs surrendered. 
The quantity of sugar obtained multi- 
plied by the current retail price per 
pound may well exceed the barterer’s 
figure for the cost of the eggs. Even so, 
we think he has not yet realized any 
revenue from the transaction. 


This is, admittedly, a matter of defi- 


nition. Our definition of revenue is the 
measure of the flow of cash or receiv- 
ables into a business in return for goods 
sold or services rendered. By this defini- 
tion revenue cannot be realized until 
the sugar is sold, either for cash or on 
credit. Not until then will the objective 
test of the market have been applied to 
determine the “worth” of the sugar re- 
ceived. The test of the market is real- 
ly the only objective test of money value 
because it exposes goods to a conflict 
of interests and to the bargaining of in- 
dependent persons dealing at arm’s 
length. If a man says he has bartered 
eggs of a cost of $400 for sugar worth 
$500, let him sell the sugar and prove 
his point. 

As a matter of fact, any other concept 
of income is not of much use. Will the 
Receiver General take sugar as a pay- 
ment on account of income tax? And 
what will a man’s wife say when he 
brings home a truckload of sugar and 
says he has her month’s household al- 
lowance outside and will bring it in as 
soon as he can get some help? 

* * * 


There are some other rather less fun- 
damental questions one might ask too, 
if he were in a really inquisitive mood. 
The quantity of sugar on hand times the 
current market price per pound may come 
to, say, $500 but does this price apply to 
the place where the sugar is presently 
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situated? Would it be available for 
quantities as great as those on hand? May 
not the price change while the sugar is 
yet held? There is many a slip ‘twixt 
the cup and the lip. 

What we are trying to say (we think) 
is that when one barters one thing for 
another he has no accounting proof that 
he has improved his position. He may 
of course have a strong opinion on the 
subject — most such people have. Doubt- 
less he would not have made the ex- 
change unless he thought he had im- 
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proved his position. But the man who 
has obtained 10,000 pounds of sugar in 
exchange for 600 dozen eggs really 
knows nothing more than the cost of the 
sugar to him—which is the same as the 
cost of the eggs. If he says his 10,000 
pounds of sugar are “worth” $500 
(based on a current market quotation) 
he is, to our way of thinking, in much 
the same position as a businessman who, 
having bought a building for $4,000, 
now says it is “worth” $5,000. Most 
accountants would decline to recognize 
income in the latter case. 


PUZZLE 


A certain field of clover of constant 
growth will now graze 40 sheep for 20 
days or 30 sheep for 30 days. For how 


many days will it graze 25 sheep? 
(Contributed by D. J. Kelsey, C.A.) 


SOLUTION TO LAST MONTH’S PUZZLE 
No. George never saw the monkey’s back, which he clearly would do if he had walked 


around the monkey. 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 


of course the personal views and opinions of the various contributors. 


They are designed 


not as models for submission to the examiner but rather as such discussion and explanation 


of the problem as will make its study of benefit to the student. 


presented is cordially invited. 


Discussion of solutions 


PROBLEM 1 
Intermediate Examination, October 1950 
Accounting II, Question 3 (15 marks) 


The G. Co. Ltd. was incorporated on 4 Feb 1950 under The Companies Act, 1934. 
The terms of the charter authorized share capital as follows: 
5,000 shares 5% preferred shares @ par value of $100 each and 


30,000 no par value common shares. 


From the date of incorporation to 31 May 1950 the following transactions re the allot- 


ment and issue of capital stock occurred: 


4 Feb 1950 — 6 common shares allotted and issued to the directors of the company at 


$15 each and the cash received for same. 


5 Feb 1950 — 2,500 preferred shares offered for sale at 101. 
3 Apr 1950 — Applications received for 3,000 preferred shares together with a deposit 


of $10 per share on application. 
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6 Apr 1950 — 2,500 preferred shares allotted to subscribers with request for further 
payment of $25 per share. Cash received on applications accepted deposited. 

7 Apr 1950 — refund made of deposits on applications not accepted. 

10 Apr 1950 — all shares allotted were issued. 

10 Apr 1950 — all cash due on allotted shares received and deposited except for that 
due on 100 shares. 

16 Apr 1950 — 10,000 no par value common shares issued for land and building taken 
over at a value of $120,000. 

21 Apr 1950 — 10,000 no par value common shares offered for sale at $15 each. 

25 Apr 1950 — applications received for 15,000 no par value common shares. 

27 Apr 1950 — 10,000 no par value common shares allotted. 

30 Apr 1950 — cash received for common shares allotted and shares issued. 20% of 
cash received was credited to distributable surplus, as per resolution of the directors. 
13 May 1950 — further call made of $45 per share on preferred shares. 

28 May 1950 — 100 shares preferred forfeited for non-payment of call on issue. 

31 May 1950 — received and deposited three-quarters of the cash due in respect of call 
of 13th May. 

31 May 1950 — 100 forfeited shares sold for cash at $80 per share. 


Required: 


(a) 
1950 


(a) Journal entries, complete with narratives, to record the foregoing transactions. 
(b) Balance sheet as at 31 May 1950. 


A SOLUTION 


RINE TE OREN eee ree Recetas scan tea lgese acest usscaseassyazeouece $ 90 


Capital stock issued — common no par value .............. 90 
To record issue of 6 shares common stock at $15 
per share fully paid to directors on incorporation 


April 3 NUNN E sascs Ce ce tae tees Re Sarasa ava esi aves 30,000 


PA GUANCRINS —— MII iis 5 ssc cssscciscssacsacessssecusatvadons 30,000 
To record application by public for 3,000 preferred 
shares at 101 together with deposit of $10 per share 


April 6 NI I a issn Ao cicznscticarans ces cssecnsnses vues , 25,000 


Spee RO RNIEG NIN asco fos ssc so icc sccntsdnacasesenssaccnde cease 62,500 
Capital stock allotted — preferred .................0:cccccee 87,500 
To record allotment of 2,500 preferred shares to 
applicants at 101 per share and receipt of $10 per 
share deposit with application and call of further 
$25 per share 


April 7 Applicaits — QrOletred | incs......00..ssnecssssccssesesssseesse0ee a 5,000 


RO eth teeta it reteset losers 5,000 
To record refund of deposit to unsuccessful ap- 
plicants 


April 10 ROR ae es ie he eS SESS eae elec et rests cauve cata enghaiiniies 60,000 


Subscribers — preferred . ...........0::cescsscesssscsstvatsseserseseoess 60,000 
To record receipt of cash of $25 per share on allot- 
ment of 2,400 preferred shares at $25 per share 


ees 





er 


Jat 


en 


of 


all 


100 





April 10 


April 16 


April 27 


April 30 


April 30 


May 13 


May 28 


May 31 


May 31 


May 31 
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Uncalled subscription — preferred stock .............:.c:cccccsees 
Capital stock allotted preferred ccciccisisss..ss6....csssasscaccescsasieee 
Capital stock issued — preferred ........0..0..ccccceeeeeee 
Premium on preferred stock ..............::cccccsecsesseesseesseees 
To record issue of 2,500 preferred shares at 101 and 
unpaid and uncalled subscriptions thereon 


Sn NON OR 8 5 kl Eh aise 
Capital stock — common — N.P.V. ...........c:ccccseceseeeeeees 
To record issue of 10,000 fully paid common shares 

in payment for land and buildings 


AISOCE SE | re MNNIINO ic ssa esc cscs cs den ciiaiecededestaackestes 
Capital stock allotted — common N.P.V. .............::0000 
To record allotment of 10,000 common shares at 

$15 per share 


SEEM, <== COMTINONN oss sedis csccecsiensvesscecesstcescetie lace 
To record receipt of cash for common shares allotted 


Capital stock allotted — common N.P.V. ...............0:::0005+ 

Capital stock issued — common N.P.V. ................6. 

EMER TUMORAL” WINE IRLIRD 55 cass sdccas kas Ne ouadsky dasdn ender’ 

To record issue of 10,000 N.P.V. common shares at 

$15 per share and the apportionment of 20% of cash 

received thereon to distributable surplus as per reso- 
lution of the directors 


Subscribers preferred — call No. 1 ...0......0.cccccccceceeeeeeseeeeee 

Uncalled subscription preferred stock .............0.cc:c00000 

Call made this date for $45 per share on 2,500 
preferred shares 


ER UUIE ho epee toe BR ene ais a diate: 
ICE NEG <= RCROIIE vids ssniss ice scindccd sniccssid esscsdeceedens 
PORE Hitick, GRNCR SURO IOINE coco 5550 sown sod ssvsasenspasnsiencoacessests 
Subscribers — preferred — call No. 1 .............000000. 

To record 100 shares allotted forfeited to X as per 
directors’ minutes this date 


NN nbc ge Its ees ce See SGa, aces sea aeisvans SRS See 
Subscribers — preferred — call No. 1 ........cccceeeee 
To record receipt of cash from call No. 1 


NSE aes eco etie tote ian ener ess ees eb ea eta eae 

NN RENN RNIN fo atin Od reece st bed yeast dosianten 

To record sale of 100 shares preferred stock prev- 
iously forfeited as per resolution of the directors 


PRAISE BEAMS SURE ooo eso i cases css cde ics Lasndhcsadccosesenee 
Profit on sale of forfeited shares ...............0.c00.c0ccccee ; 
To set up profit on sale of forfeited shares 


165,000 
87,500 


120,000 


150,000 


150,000 


150,000 


112,500 


8,000 


81,000 


8,000 


1,000 





250,000 
2,500 


120,000 


150,000 


150,000 


120,000 
30,000 


112,500 


2,500 
1,000 
4,500 


81,000 


8,000 


1,000 
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(b) G CO. LTD. 


BALANCE SHEET 
as at 31 May 1950 


ASSETS 
MURINE eons  t t  e  Sce ssiideritetiiscur ODO 
Mee IR NNN 55s ois one Secks sevsncectsaieivunestesensace Lissssssvsssesserseeeeeee 120,000 $444,090 
LIABILITIES 
Capital stock 
Authorized 


5,000 5% preferred shares par value $100 
30,000 common shares no par value 


Issued: 
ee NINN NN 20 ses ees eis gba eousbabevacuysces onvaireteuoeaeviiyepoie $250,000 
PN ire coeds ceasecteeins chad scs capiensscesabese $ 52,500 
fare CD eS oi cau ncdadconcees eee 27,000 79,500 
170,500 
Pecbnien On GRENIER SUES o.oo oo tes een enceiannns 2,500 
173,000 
Dies LUN RII ssf S35. ozo ASR 240,090 
SORT TRIIRINE MINIM Fost asc cectctscus se satdss tacit risen acts 30,000 
Surplus on sale of forfeited shares .....................cccccsececseeseeteeeees 1,000 $444,090 


Note: 10,000 common shares issued for land and buildings. 

Editor's note: The above solution assumes that the $80 cash received for each of the 
forfeited shares was in respect of past calls, and that the shares were still subject to further 
calls of $21. To issue the shares as fully paid would be to issue par value shares at a 
discount and, therefore, a violation of the Dominion Companies Act. 


PROBLEM 2 
Final Examination, October 1950 
Accounting II, Question 5 (12 marks) 


The management of the F Co. Ltd. wishes CA, its auditor, to prepare a statement 
accounting for the increase in the gross profit for the year ended 31 Dec 1949 over that for 
the year ended 31 Dec 1948. The following is a comparative statement of gross profit as 


recorded in the books of the company: 
Year ended 31st December 


1948 1949 
Pe tech ON BAe ohn te tel Sl cuit amet $2,100,000 $2,100,000 


Cost of goods sold (excluding under-absorbed factory service) .... 1,500,000 1,462,500 


$ 600,000 $ 637,500 
Cader-aheorbed factory PetvICe. .o.c...cicccccscccsccssccsosssessvscaseet caasensconeess 30,000 15,000 


a ce a ee ek $ 570,000 $ 622,500 








La] 


i 











The Students’ Department 
CA has obtained the following supplementary information: 





(1) The company manufactured and sold the same product in 1949 as in 1948. 


(2) Sales have been analysed as follows: 


1948 1949 
ERNIE PORER iiss racescsacscteats see cscatvivnsc cis Sesasd ii Rie cl $ 600,000 $ 750,000 
I SG Gi ves vcy'secae cuss wakin ace tensa cd csdsceldes aati Reasootes 1,500,000 1,350,000 
$2,100,000 $2,100,000 
(3) Cost of goods sold was determined as follows: 
1948 1949 
Cost of goods manufactured 
I epee rh So Saat ace haa sus aul ac ceneathedssenne $ 765,000 $ 787,500 
WRN og Ra siti hin van cactce aba hsatiNalstaecseaptipina 540,000 525,000 
eg 270,000 262,500 
$1,575,000 $1,575,000 
Rennes MPMI cist Ok So Oe ie 9 bo eae 450,000 525,000 
$2,025,000 $2,100,000 
RGM RE IMEI areas cts his we asikeaseca tn eescan nese nS 525,000 637,500 


$1,500,000 


(4) The units sold during the two years were as follows: 


1948 
Units 
SEIN scree hg 216 es yikes a ae le Phot, lea ne: 100,000 
RPM UEES feos ea rice Cee ce rsh dy eect ties tevksaj aseasts 200,000 
300,000 
Required: 
Prepare the required statement. 
A SOLUTION 
F CO. LTD. 


STATEMENT ACCOUNTING FOR CHANGE IN GROSS PROFIT 
for years ended 31st December 1948 and 1949 
Contract Sales 
Selling price — constant 
Volume increased by 25,000 units 
Gross profit thereon on basis of 1948: 


OUND TU dno sess cevasndcvavavsesdbisdiangboeesssis . $25,000 
(Selling Price = 600,000 == $6.00) 
100,000 
(Cost Price = 1,500,000 = $5.00) 
300,000 


Cost of production decreased by 
$5.00 — $1,462,500 


325,000 
= $5.00 — $4.50 = 50c 
.!. decrease in cost of production of 125,000 units = .................... 62,500 


Smcrease ih Grods Prolit ON CORtCACT OALES ...............00.csccssvessescsssosvescocesosasoosees 


325,000 


$1,462,500 


1949 
Units 
125,000 
200,000 


$87,500 
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Regular Sales 
Volume of sales constant — 200,000 units 
Decrease in unit selling price 
1948 $1,500,000 = $7.50 
200,000 
1949 1,350,000 = $6.75 
200,000 
I 50 


Decrease as a result of selling price 

200,000 x 75c $150,000 
Increase as a result of decrease in cost of production 

200,000 x 50c 100,000 


Decrease in gross profit on regular sales ($50,000) 


$37,500 
Decrease in underabsorbed factory service 
Factory overhead expenses 1949 were $22,500 less than in 1948. 
Because the factory service absorbed is in direct proportion to 
direct labour and the direct labour decreased slightly in 1949, the 
factory service absorbed was $7,500 less than in 1948. As a result 
the underabsorbed factory service was decreased by $15,000 .... 


Pannen meme ia MINUS NOI 552k. so esses cosesrceinn pace conven sh dusise Seasanden es tentaccss 


PROBLEM 3 


Final Examination, October 1950 
Accounting II, Question 6 (16 marks) 
The management of the Oil Refineries Limited consults CA in respect to certain specific 
problems ((a) to (d) inclusive) with which it is faced and asks his advice. 
(a) The cost analysis budget of the Cracking Department indicates in summary: 
Percentage of Normal Operations 
Shutdown 60% 80% 100% 120% 
Direct expense $7,000 $8,000 $8,500 $11,500 


Allocated expense: 
Fixed and variable 1,000 1,200 1,350 1,500 


$8,000 $9,200 $9,850 $13,000 


Total gallons of fuel oil put into 
process each week 60,000 80,000 100,000 120,000 
The following facts are available: 
Current prices: Residual fuel oil 7c per gallon, gasoline 14c per gallon. 
Cracking department budget: Present operations 80% of capacity. 
Cracking yield: 75% gasoline, 15% residual fuel oil, 10% loss. 
Required: 
Submit a computation showing whether or not it would be profitable for the company 
to purchase, at 7c per gallon, an additional 20,000 gallons of fuel oil for processing each week. 


(b) The refinery has been offered 10,000 gallons of cylinder stock. The usual bargaining 
process will determine the final price. 
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The stock purchased would be processed into conventional bright stock and sold at that 
stage, since the blending unit for making finished motor oil is currently working at full 
capacity. 

Cylinder stock will yield: 

90% bright stock, 5% petrolatum, 5% loss 

Current prices: 

Bright stock 50c per gallon, petrolatum no market 
Differential costs associated with processing 10,000 gallons of cylinder stock into bright 
stock are: 
Solvent dewaxing 2c per gallon 
Solvent extracting 2c per gallon 
Filtering Ic per gallon 
Required: 
Submit a computation of how high a price per gallon the company can pay for the 
10,000 gallons of cylinder stock and still make a profit on the transaction. 
(c) The refinery has 10,000 gallons of raw kerosene and it is trying to decide whether 
to treat and sell the kerosene fraction or to crack it for its gasoline content. 
Current prices: 
Kerosene — 8c per gallon, gasoline — 14c per gallon 
Fuel oil — 7c per gallon 

Cracking yields: 
Gasoline 85%, residual fuel oil 5%, loss 10% 

Differential costs associated with 10,000 gallons of raw kerosene: 
Treating 1c per gallon 
Cracking 3c per gallon of gasoline produced 

Required: 

Submit a computation showing whether it would be more profitable for the company 
to sell or crack the kerosene. 

(d) The refinery discovers that the market for finished neutrals is such that the present 
capacity does not meet the demand. An addition to the solvent dewaxing and solvent ex- 
tracting units might prove profitable. The additional wax distillate stock required would be 
purchased on the open market at the current rate. They are considering increasing their 
capacity by 10,000 gallons. 

Unit differential cost of increasing operational capacity: 

Solvent dewaxing department — 10c per gallon put into process 

Solvent extracting department — 10c per gallon put into process 
Assumed yield from wax distillate: 

90% viscous neutral, 5% white crude scale wax, 5% loss 

Current market prices: 

Viscous neutrals — 47c per gallon, white crude scale wax — 8c per lb., wax dis- 
tillate stock — 35c per gallon 
(White crude scale wax — 2.4 Ibs. equivalent to 1 gallon) 
Required: 

Submit a computation showing whether or not it would be profitable for the company 

to add to the dewaxing and solvent extracting units as planned. 





128 The Canadian Chartered Accountant, September, 


A SOLUTION 


(a) Differential income and cost computations 
Potential revenue — products from cracking 
Gasoline 15,000 gal. @ 14c 
Fuel Oil 3,000 gal. @ 7c .............. 


Less — cost of fuel oil 20,000 gal. @ 7c 
differential cost of cracking department 20,000 gals. ........................ 


Anticipated increase in profit 


Margin establishing limit of purchase cost 
Revenue — bright stock 9,000 gal. @ 50c 
Differential cost — 10,000 gal. @ Sc ..........cc eee 


$4,000 = 10,000 gal. = 40c (point of no advantage) 
(c) Alternate routings 
Net potential revenue — products from cracking 
ae SD aa BIR aidan esi cn eens cence ceeconsocideccicee . $1,190 
Fuel oil 500 gals. @ 35 


* $1,225 
Less differential cost 8,500 gals. @ 3€ ........c..cccccccceeeeecseeeees 255 $ 970 


Net potential revenue — kerosene 
Total revenue 10,000 gals. @ 8c ............. 
Less treating cost 
10,000 gals. @ Ic 


Gain from cracking rather than treating 


Schedule of projected action 
Differential income 
9,000 gals. viscous neutral @ 47c 
1,200 Ibs. white crude scale wax @ 8c . 


Less cost of wax distillate stock 
10,000 gals. at 35c 


Margin to apply against differential costs 

Differential costs 
Solvent dewaxing 10,000 gals. @ 10c .. $1,000 
Solvent extracting 10,000 gals. @ 10c 1,000 


Potential loss from differential production ..............0.......000- 





